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IRS releases new Form 8872, Political Organiza-
tion Report of Contributions and Expenditures. This
notice announces the release of the new form required to be
filed by political organizations under section 527(j) of the Code
requiring the listing of contributions and expenditures.

Announcement 2000-69, page 183.

A list is provided of organizations that no longer qualify as
organizations to which contributions are deductible under
section 170 of the Code.
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This procedure provides the domestic asset/liability percent-
ages and domestic investment yield percentages needed by
foreign companies conducting insurance business in the
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Losses: Blue Cross Blue Shield organizations. This notice
informs Blue Cross Blue Shield insurance organizations that
the Service will challenge deductions for losses that relate to
the termination of individual customer, provider, or employee
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provider networks, and workforce in place with respect to
which the taxpayer claims an adjusted basis derived from sec-
tion 1012(c)(3)(A)ii) of the Tax Reform Act of 1986.
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Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—ltems of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 72.—Annuities; Certain amended by the Technical Corrections Aainder section 72(p)(2), a loan from a
Proceeds of Endowment and of 1982 (96 Stat. 2365), the Deficit Reducegualified employer plan to a participant or
Life Insurance Contracts tion Act of 1984 (98 Stat. 494), the Tax Rebeneficiary is not treated as a distribution
form Act of 1986 (100 Stat. 2085), and thérom the plan if the loan satisfies require-
26 CFR 1.72(p)-1: Loans treated as distributions. Technical and Miscellaneous Revenue Aanents relating to the term of the loan and
of 1988 (102 Stat. 3342). the repayment schedule, and to the extent
T.D. 8894 On December 21, 1995, a notice of prothe loan satisfies certain limitations on the
posed rulemaking (EE-106-82, 1996—amount loaned. For example, except in
DEPARTMENT OF THE TREASURY C.B. 732) was published in thieederal the case of certain home loans, the excep-
Internal Revenue Service Register (60 F.R. 66233) with respect totion in section 72(p)(2) only applies to a
26 CFR Part 1 many of the issues arising under sectioloan that by its terms is to be repaid over
Loans From a Qualified 72(p)(2). The_ preamble to the 1995 pronot more than five years in substantially
Employer Plan to Plan posed regulations requested comments tevel installments.
. . . certain issues that were not addressed.For purposes of section 72, a qualified
Participants or Beneficiaries Following publication of the 1995 pro-employer plan includes a plan that quali-
AGENCY: Internal Revenue Serviceposed regulations, comments were rdies under section 401 (relating to quali-

(IRS), Treasury ceived and a public hearing was held ofied trusts), 403(a) (relating to qualified
' ' June 28, 1996. One of the issues on whi@nnuities) or 403(b) (relating to tax shel-
ACTION: Final regulations. comments were requested and receiveddred annuitiey, as well as a plan

SUMMARY: This document contains V&S the effect of a deemed distribution ofwhether or not qualified) maintained by
final regulat.ions relating to loans madéhe tax treatment of subsequent distribithe United States, a State or a political
tions from a plan (such as whether a partisubdivision thereof, or an agency or in-

:ertri] C%;ntiglglregeir;ipclicz?ersPli?lggep:iigpan_t ha_s tax basis as a rt_asult of a d_eemen‘umentality thereof. A qualified em-
regulations provide guidance on the appll<j|str|but|on). After reviewing the written ployer plan also m_cludes a plan wh_l_ch
cation of section 72(p) of the Internalqommer_‘ts and cp_mments made at the pulvas (or was determined to be) a qualified
Revenue Code. These regulations affeEF heaélgg, a_ddltlk:)_na_ll proposed rebglj_ulr?fijlan or a government plan.
administrators of, participants in, and'©"S & ressing this issue were publishe i
beneficiaries of quaIFi)fied eFr)nployer pIanSJanuary 2, 1998 (REG_20947.6_828Emr:nary|\c/|)f gomrrlr;egtsmliqecrelvicihand
that permit participants or beneficiaries 1g998-1C.B. 594)_’ in théederal Register Fi a| gRes Iat'e : dmmaty e
receive loans from the plan, including®3 F-R- 42). Written comments were re® Inal kegulations

loans from section 403(b) contracts a:geived on the 1998 proposed regulations, |, general, comments received on the

other contracts issued under qualified enfUt N0 public hearing was requested. Aftegonosed regulations were favorable and,

ployer plans. consideration of all comments received 0Q.cogingly, the final regulations retain
. both the 1995 and the 1998 proposed regife general structure and substance of the
DATES: Effective Date These regula- |ations, the proposed regulations arﬁroposed regulations, including a wide

tions are effective July 31, 2000. ~ adopted as revised by this Treasury de
Applicability Date For dates of applic- sion. in the final regulations. However, com-

ability, see81.72(p)-1, Q&A-22 (a i
through (c)(2§5. (p) Q (a) Explanation of Provisions mentators made a num_b_er c_)f specific rec-
ommendations for modifications and clar-
FOR FURTHER INFORMATION CON-  Section 72(p)(1)(A) provides that aifications of the regulations. The
TACT: Vernon S. Carter, (202) 622-6070oan from a qualified employer plan (in-comments are summarized below, along
(not a toll-free number). cluding a contract purchased under with the IRS’ and Treasury’s considera-
) qualified employer plan) to a participantion of those comments.
SUPPLEMENTARY INFORMATION: or beneficiary is treated as received as 2
Background distribution from the plan for purposes ot
section 72 (a deemed distribution). SedWith respect to coverage under Title | of the

: (88 Stat. 829) (ERISA), the Department of Labor
(26 CFR Part 1) under section 72 of the Inment or pledge of (or an agreement to a'(DOL) has advised the IRS that an employer’s tax-

ternal Revenue Code of 1986 (Codekign or pledge) any portion of aghelered annuity program would not necessarily fail
These regulations provide guidance corparticipant’s or beneficiary’s interest in ato satisfy the Department's regulation at 29 CFR
cerning the tax treatment of loans that argualified employer plan is treated as 2510.3-2(f) merely because the employer permits
deemed to be distributed under sectiopan from the plan. employees to make repayments of loans made in
72(p). Section 72(p) was added by section Section 72(p)(2) provides that sectiortcr?rr;:ecnon with the tax-sheltered annuity program

. . . gh payroll deductions as part of the employer’s
236 of the Tax Equity and Fiscal Responsiz2(p)(1) does not apply to the extent C€lphayroll deduction system, if the program operates

bility Act of 1982 (96 Stat. 324), andtain conditions are satisfied. Specificallywithin the limitations set by that regulation.

Qrariety of examples illustrating the rules
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A. Cure Period for Missed Payments of the suggested changes would involvthe comments on this issue urged that the
) the imposition of new and complicatedpositions taken in the 1998 proposed reg-
The 1995 proposed regulations statéjes for which there is no apparent basislations addressing post-default interest
that the section 72(p)(2)(C) requirement, section 72(p) and which would in anybe adopted in the final regulations. Some
that repayments be made in level installzq6 pe gifficult to enforce and to admineommentators asked that the regulations
ments at least quarterly would not be Viogger - accordingly, the final regulationsprovide further guidance on or revise the
lated if payments are not made until theaain the same rules as the proposed regeatment of interest that accrues on a
end of a grace period that the plan admigations.  However, the final regulationdoan that is a deemed distribution under
istrator may allow, but only to the extent,se the terncure periodinstead ofgrace section 72(p), as described in Q&A-19
the grace period does not continue beyorgh oy of the 1998 proposed regulations. Com-
the last day of the calendar quarter fol- thg fina| regulations also include amentators noted that, in the case of a
Iowmg th? calendar quarter in which thg,e\, cross-reference to section 414(u)(4plan that has chosen to permit additional
required installment payment was du€ejating to military service) which wasloans after a default that has not been
Commentators suggested that the progygeq 1o the Code by the Small Businessured, the rule in the proposed regula-
posed regulations should specify how thgqp, protection Act of 1996 (110 Stattions requiring interest to be taken into

grace period is to be established, such 3§55y account in determining the maximum

whether the grace period must be con- amount of any subsequent loan would in-
tained in the plan document, a separat. Treatment of Loans after Deemed |4\ e costs to make system and proce-
loan program that is deemed to be a palitistribution. dural changes to calculate the accrued

of the plan document pursuant to DOL 29
CFR 2550.408b—-1(d)(2), or the summar
plan description, and whether it is permis=

The 1998 proposed regulations providém_ereSt on tho defaulted loan for this
hat once a loan is deemed distributelﬂm'ted application. Other commentators

Sile for a plan {0 have grace periods on419er section 72(p) of the Code, interedt BEC TPAT FEFCAPAE S D€, BREL OF 02
participant by participant basis (so long ag1at accrues thereafter on that loan is néd I lated ' Cat
this did not discriminate in favor of thelncluded in income and, for purposes Otﬁ]nno_a Y ofr asl an acf;:ur?u ate z_imou?_ a
highly compensated employees). calculating the maximum permitted€ M€ OF a loan Olisel, as an incenlive

ount of any subsequent loan, a loalpr the participant to repay the loan.
Some commentators requested that 3" Y X One commentator raised the issue of

plan participant have a reasonable peridfat has been deemed distributed is COM W a deemed distribution would be

of time (such as up to 30 days) to cure s{dered outstanding until the loan obligah

4 ? ofi P aken into account in a plan with a
default after the plan administrator hadon has been satisfied. The majority Ograded vesting schedule.

sent a notice of default, and that the ser- The final regulations generally adopt
tion 72(9) 'regulatlons mandate that thor,g Department of Labor has advised the IRS thafhe rules in the proposed regulations, but
plan administrator send a notice of defauwith respect to plans covered by Title | of ERISAthe regulations have been revised to indi-
within a reasonable period of time (suclthe administration of a participant loan program.o.o that a deemed distribution is not

i i involves the management of plan assets. Therefore, . .. .
as 30 days) after it has discovered the di™voh 9 P i ration ofaKeN into account as a distribution for
fault. These commentators suggested thfldu0|ary conduct undertaken in the administration o A

' such a loan program must conform to the rules thurposes of the requirements of

grace and cure periods m!ght be Cor?dgovern transactions involving plan assets. See, ge®1.411(a)—7(d)(5) (relating to the deter-
tioned Upon'the plan adm”’“s'_[rator havinierally, ERISA sections 403, 404, and 406. Fiducianmination of a participant’s account bal-
an aporoprllote_procedure in place foconduot in the administration of a loan prograny <o it 4 distribution is made at a time
tlmely identification of defaults and cur-would include decisions concerning the rules gO\é-glhen the participant’s vesting percentage

: ing the program, including establishing standar
in fects. m mmentators recMng t ;
g defects. Some co entators Eto govern the appropriateness of making any particfday increase).

quested .th_at final regulajuons perr_mt Yar loan and the appropriate treatment of any default-
plan administrator to use his or her discréed loan. Further, absent an exemption, any loda. Enforceable Agreement and New

tion, under special circumstances, to prcbetween a plan covered by Title | of ERISA and dechnologies

vide a grace period of up to one year frorParty in interest to the plan (including plan partici-

; pants and beneficiaries) would constitute a prohibit- : _
the date of a missed payment. ed transaction under section 406(a)(1)(B) of ERISA, The 1995 proposed regulations re

Many of those suggested changes roIaDOL has promulgated a regulation at 29 cegluired that a loan be evidenced by a
to legal requirements other than sectiozs50.408b-1 providing guidance regarding the statiegally enforceable agreement and that
72(p), such as the application of the fidutory exemption contained in section 408(b)(1) othe legally enforceable agreement be set
ciary requirements of ERISAand Fed- ERISA for plan loans to parties in interest who argorth in writing or in another form ap-
eral and state laws that apply to debtoPaicipants or beneficiaries. Further, some loans l?Xroved by the Commissioner. Commenta-

. plans (whether or not covered under Title | o ..
ond creditors. The 1995 proposed reguliegs A) may constitute prohibited transactions ur]detp'rs asked whether a participant needs to
tions allowed a grace period up to the ensection 4975(c)(1)(B) of the Internal Revenue Cod&ign a loan agreement document and
of the next following quarter. Thus, aunder section 102 of Reorganization Plan No. 4 avhether loans made electronically, such
plan could select a grace period of, for e>ﬁ97$y (_43_FIR 4?713) (1?783, the SletC_retary féf Labgfs over phone or voice response units,
as jurisdiction to promulgate regulations unaer sec- H
ample, 30 da.‘ys or 90 days and COFI|'d pr(tion J4975(d)(1) of t?]e Integ:nal Regvenue Code, whic&vould be permltted. - .
vide a opeual notice to _the parUupanlorovides a limited exemption to the prohibition of Some comments requested ellmlnatlon
concerning the grace period. Thus, marsection 4975(c)(1)(B) of the Internal Revenue Cod®f the requirement that a loan be evi-
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denced by a legally enforceable agreement. Also, the participant or the benefiwithout violating the provisions of Title |
ment. However, the final regulations reciary must be advised of the right to reef ERISA?
tain this requirement. There is, arguablyuest and to receive a copy of the confir-
no difference between a loan that is nanation on a written paper documenf: Other Changes
legally enforceable and a cash distributiowithout charge. The requirement that a loan be repaid
that the employee is permitted to return to The Electronic Signatures in Global andithin five years does not apply to a loan
the plan. The final regulations clarify thatNational Commerce Act (114 Stat. 464),50 1o acquire a dwelling unit which will
as long as a signature is not required ifthe Electronic Signatures Act) was signeg|ithin a reasonable time be used as the
order for the loan to be enforceable undem June 30, 2000. Title | of the EIeCtrO”iﬁ)rincipaI residence of the participant. For
applicable law, the agreement need not kgignatures Act, which is generally effectivgy,q purpose, the 1995 proposed regula-
signed. October 1, 2000, applies to certain eleg;yng provided that a principal residence
The final regulations also require theronic records and signatures in COMMercg4q the same meaning as a principal resi-
agreement to be set forth in a writterin the Notice of Proposed Rulemakingyance under section 1034. To reflect the
paper document or in another form apREG-116495-99 on page 179, commenpépeeu of section 1084nd the use of the
proved by the Commissioner. Howeverare requested on the impact of the Eleg,me term in section 121, the final regula-
the final regulations also treat this retronic Signatures Act on these regulationgq g provide that a principal residence
quirement as satisfied if the loan agreeand on any future guidance that may bg,q the same meaning as a principal resi-
ment is set forth in any electronicneeded on the application of the Electronigeyce under section 121.
medium that satisfies certain standardsignatures Act to plan loan transactions.

The standards in these final regulations F. Effective Date of Final Regulations
for use of an electronic medium for &P- Mortgage Investment Program

of an electronic medium for & CONSeNt tQpecig| rule in the 1995 proposed regulasignments, pledges, and loans made on or
a distribution under 81.411(a)=11(N(2)ions under which section 72(p) would NoLiter the first Janua,ry 1 that is at least six
65 F:R. 6001 (February 8, 2000). Specifyppyy 1o loans made under a residentialionths after the issuance of final regula-

cally, a loan agreement will not fall 10 ymortgage investment program be revis ns. Under certain limited conditions,

satisfy section 72(p)(2) of the Codeg gjiminate the requi : '
is T quirement that the loang,e 1998 proposed regulations permitted
merely because the loan agreement is U, pe ayailable to nonparticipants. Thig, brop 9 P

under a system that is reasonably dggiative history indicating the under-
signed to preclude anyone other than ﬂkqanding that section 72(p) was not in

participant or the beneficiary from r-+enged to apply to loans made in th@istribution. Comments on these transi-
questing a loan, that provides the particyinary course of a bona fide residentigony conditions were generally favorable

pant or the beneficiary with a reasonabIﬁ]ortg{jlge investment program. The IR Ut one commentator requested that plan

opportunity to review the terms of theyng Treasury have concluded that there Bonsors be permitted to rely on these

loan and to confirm, modify, or rescind, ; ;
fy a risk that the intent of the sectionjes for loans made before the general ef-

the terms of the loan before the 10an ig5p)(2) limitations might be thwarted if 8fective date if any reasonable and consis-
made, and that provides the participant Qteqory of loans extended solely to Pakant method ha{j been used to report
the beneficiary, within a reasonable Pegicipants were not subject to sectionyeemed distributions before the en%ral
rlod_after the loan is made, with a conf|_r72(p)_ However, the extension of this leatfoctive date. The rules in the 19?)8 o-
mation of the loan terms through a Writ, irement to otherwise bona fide mort; osed regula.tions for pre-effective dpate
ten pap>t document or an electronigage jnvestment programs that were in eE’)ans included carefully considered, spe-
medium: If an electronic medium IS fecy at the time the 1995 proposedisic conditions in order>/for such Ioahspt)o
used to provide confirmation of the loaneqyations were issued would be iNappe able to rely on Q&A-19 and Q&A-20
terms, the electronic medium must byroprigre and, accordingly, the final 'eQUtincludin se\)//eral detailed examples il-
reasonably accessible to the participaiiions permit plans with these preexisting stratin gthe application of theseptransi—
or the beneficiary and the electronic cofpgrams to continue to make such loangio, congitions) F;ad these rules have been
firmation must be provided under a SySthe gpecial rule in the final regulations iSetained in the final requlations

tem reasonably designed to give the cofyot intended to provide guidance on 9 '
firmation in a manner no [ess,hather or to what extent, a plan that |
understandable to the participant or thgq, ared by Title | of ERISA may make °Section 1034 was repealed by section 312(b) of the

beneficiary than a written paper docu'such residential mortgage loans ava“am(TlalxlpaS;gtr F;gng Act of 1997 (Public Law 105-34)
SNeither the regulations regarding use of electroni[:0 participants or beneficiaries of the pIaI7Like the 1995 proposed regulations, the final regu-
medium under section 411 nor these regulatior lations (at Q&A-7) apply the tracing rules of sec-
apply for purposes of satisfying the requirements ¢*H.R. Conf. Rep. No. 97-760, 97th Cong., 2d Session 163(h)(3) of the Code to trace whether a loan is
section 417, including the requirement of sectiol620 (1982), 1982—-2 C.B. 672 and S. Rep. Naa principal residence plan loan. Notice 88-74
417(a)(2)(A) that spousal consent be witnessed by97-494, 97th Cong., 2d Sess. 319, 321 (1982). (1988-2 C.B. 385), sets forth certain standards
notary public or plan representative. 5See, for example, PTCE 88-59. applicable under section 163(h)(3).
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Commentators also requested that the 2. New paragraph (d)(1) is added. program as described in Q&A-18 of this
general effective date be the first Januaryhe addition reads as follows: section. The regulations and examples in
1 that is at least 6 or 12 months after thg1.72-17A Special rules applicable tahis section do not provide guidance on
date of the final regulations to allow foremployee annuities and distributionsvhether a loan from a plan would result in
proper redesign and testing of plan loannder deferred compensation plans ta prohibited transaction under section
administration systems. Consistent witself-employed individuals and owner-em4975 of the Internal Revenue Code or on
the proposed effective date and thegsoyees whether a loan from a plan covered by
comments, the final regulations are apx* * * * Title | of the Employee Retirement In-
plicable to assignments, pledges, and (d) *** (1) The references in this come Security Act of 1974 (88 Stat. 829)
loans made on or after January 1, 2002. paragraph (d) to section 72(m)(4) are t(ERISA) would be consistent with the

_ that section as in effect on August 13fiduciary standards of ERISA or would
Special Analyses 1982. Section 236(b)(1) of the Tax Eqgesult in a prohibited transaction under

It has been determined that this Treadity and Fiscal Responsibility Act of 1982section 406 of ERISA. The questions and
sury decision is not a significant regula{96 Stat. 324) repealed section 72(m)(4pnswers are as follows:
tory action as defined in Executive Ordegenerally effective for assignments, Q-1: In general, what does section
12866. Therefore, a regulatory assesledges and loans made after August 132(p) provide with respect to loans from a
ment is not required. It has also been dd982, and added section 72(p). See segualified employer plan?
termined that section 553(b) of the Adiion 72(p) and §1.72(p)-1 for rules gov- A-1: (a) Loans Under section 72(p),
ministrative Procedure Act (5 U.S.C.erning the income tax treatment of certaian amount received by a participant or
chapter 5) does not apply to these regul@ssignments, pledges and loans fromeneficiary as a loan from a qualified em-
tions, and because the regulations doégalified employer plans made after Auployer plan is treated as having been re-

not impose a collection of information Ongust 13, 1982. ceived as a distribution from the plan (a
small entities, the Regulatory Flexibility* * * * * deemed distribution), unless the loan sat-
Act (5 U.S.C. chapter 6) does not apply. Par. 3. Section 1.72(p)-1 is added twsfies the requirements of Q&A-3 of this
Pursuant to section 7805(f) of the Interndiead as follows: section. For purposes of section 72(p)
Revenue Code, the notice of propose8l.72(p)-1 Loans treated as distribuand this section, a loan made from a con-
ru|emaking preceding these regu'ationgons tract that has been pUrChased under a

was submitted to the Chief Counsel for The questions and answers in this sequalified employer plan (including a con-
Advocacy of the Small Business Admin-ion provide guidance under section 72(pfract that has been distributed to the par-
istration for comment on its impact onPertaining to loans from qualified em-ticipant or beneficiary) is considered a

small business. ployer plans (including government plandoan made under a qualified employer
_ _ and tax-sheltered annuities and employgian.
Drafting Information plans that were formerly qualified). The (b) Pledges and assignmentdJnder

The principal author of these regula_examples_ |nclluded in the questions anslgcnon 7_2(p), if a participant or benefi-
. : . . answers in this section are based on tlogary assigns or pledges (or agrees to as-
tions is Vernon S. Carter, Office of Divi- ssumption that a bona fide loan is mad&gn or pledge) any portion of his or her
sion Counsel/Associate Chief Counse?o a :rtici ant from a qualified definedin?erest Iion agualifie):j Zm loyer plan as se-
(Tax Exempt and Government Entities), ontr!ObutionIO lan ursuaqnt to an enforceeurity for a I?)an the olriioz ofpthe indi-
However, other personnel from the RS plan p i . y, . »the p

ble agreement (in accordance with paraidual’s interest assigned or pledged (or

?hnedir'l(;ree\lslg;)ymzﬁtpartment participated IIgraph (b) of Q&A-3 of this section), with subject to an agreement to assign or

v * x * % adequate security and with an interest rafgedge) is treated as a loan from the plan

and repayment terms that are commete the individual, with the result that such

Adoption of Amendments to the cially reasonable. (The particular interegportion is subject to the deemed distribu-
Regulations rate used, which is solely for illustration tion rule described in paragraph (a) of this

] ] is 8.75 percent compounded annually.) IQ&A-1. For purposes of section 72(p)
Accordingly, 26 CFR part 1 is amended,qgition, unless the contrary is specifiedand this section, any assignment or pledge
as follows: it is assumed in the examples that thef (or agreement to assign or to pledge)
PART 1—INCOME TAXES amount of the loan does not exceed 58ny portion of a participant’s or benefi-
percent of the participant’s nonforfeitableciary’s interest in a contract that has been
Paragraph 1. The authority citation fomccount balance, the participant has npourchased under a qualified employer
part 1 continues to read, in part, as folether outstanding loan (and had no priogplan (including a contract that has been

lows: loan) from the plan or any other plandistributed to the participant or benefi-
Authority: 26 U.S.C. 7805 *** maintained by the participant’s employeciary) is considered an assignment or
Par. 2. Section 1.72-17Ais amended aw any other person required to be aggrededge of (or agreement to assign or
follows: gated with the employer under sectiompledge) an interest in a qualified employer

1. Paragraphs (d)(1), (d)(2) and (d)(3#14(b), (c) or (m), and the loan is not explan. However, if all or a portion of a par-
are redesignated as paragraphs (d)(2)luded from section 72(p) as a loan madgcipant’s or beneficiary’s interest in a
(d)(3) and (d)(4), respectively. in the ordinary course of an investmengualified employer plan is pledged or as-
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signed as security for a loan from the plaenforceable under applicable law withouparagraph (b) of Q&A-3 of this section,
to the participant or the beneficiary, onlybeing signed. The agreement must be site entire amount of the loan is a deemed
the amount of the loan received by théorth either— distribution under section 72(p) at the
participant or the beneficiary, not the (1) In a written paper document; time the loan is made. If the loan satisfies
amount pledged or assigned, is treated as(2) In an electronic medium that is reathe requirements of Q&A-3 of this section
a loan. sonably accessible to the participant oexcept that the amount loaned exceeds the
Q-2: What is a qualified employer planthe beneficiary and that is provided undeimitations of section 72(p)(2)(A), the
for purposes of section 72(p)? a system that satisfies the following reamount of the loan in excess of the applic-
A-2: For purposes of section 72(p) andjuirements: able limitation is a deemed distribution
this section, a qualified employer plan (i) The system must be reasonably deinder section 72(p) at the time the loan is
means— signed to preclude any individual othemade. If the loan initially satisfies the re-
(a) A plan described in section 401(ajhan the participant or the beneficiaryguirements of section 72(p)(2)(A), (B)
which includes a trust exempt from taxrom requesting a loan. and (C) and the enforceable agreement re-
under section 501(a); (ii) The system must provide the particquirement of paragraph (b) of Q&A-3 of
(b) An annuity plan described in secipant or the beneficiary with a reasonablénis section, but payments are not made in
tion 403(a); opportunity to review and to confirm,accordance with the terms applicable to
(c) A plan under which amounts aremodify, or rescind the terms of the loarthe loan, a deemed distribution occurs as
contributed by an individual's employerbefore the loan is made. a result of the failure to make such pay-
for an annuity contract described in sec- (iii) The system must provide the pariments. See Q&A-10 of this section re-
tion 403(b); ticipant or the beneficiary, within a rea-garding when such a deemed distribution
(d) Any plan, whether or not qualified,sonable time after the loan is made, a cowecurs and the amount thereof and Q&A-
established and maintained for its emfirmation of the loan terms either throughll of this section regarding the tax treat-
ployees by the United States, by a State arwritten paper document or through ament of a deemed distribution.
political subdivision thereof, or by anelectronic medium that is reasonably ac- (b) Examples The following examples
agency or instrumentality of the Unitedcessible to the participant or the benefillustrate the rules in paragraph (a) of this
States, a State or a political subdivision dfiary and that is provided under a syster@&A-4 and are based upon the assump-
a State; or that is reasonably designed to provide th#ons described in the introductory text of
(e) Any plan which was (or was deterconfirmation in a manner no less underthis section:
mined to be) described in paragraph (a¥tandable to the participant or beneficiary Example 1 (i) A participant has a nonforfeitable
(b), (c), or (d) of this Q&A-2. than a written document and, undefccount balance of $200,000 and receives $70,000
g . . . . . . ._as a loan repayable in level quarterly installments
Q-3: What requirements must be satiswhich, at the time the confirmation is_ . ¢ e years.
fied in order for a loan to a participant oprovided, the participant or the benefi- iy under section 72(p), the participant has a
beneficiary from a qualified employerciary is advised that he or she may requestemed distribution of $20,000 (the excess of
plan not to be a deemed distribution?  and receive a written paper document &0,000 over $50,000) at the time of the loan, be-
A-3: (a)ln general Aloan to a partic- no charge, and, upon request, that doc2use the loan exceeds the $50,000 limit in section

72(p)(2)(A)(i). The remaining $50,000 is not a

ipant or beneficiary from a qualified em-ment is provided to the participant or beng .- Gistribution.

ployer plan will not be a deemed distribu€ficiary at no charge. Example 2 (i) A participant with a nonfor-
tion to the participant or beneficiary if the or feitable account balance of $30,000 borrows
loan satisfies the repayment term require- (3) In such other form as may be ap$20,000 as aloan repayable in level monthly install-
ment of section 72(p)(2)(B), the levelproved by the Commissioner. ments over five years.

tizati . t of ti 4 ifal f lified (i) Because the amount of the loan is $5,000
amortization requirement oT section Q- . a loan from a qualitied em- more than 50% of the participant's nonforfeitable

72(p)(2)(C), and the enforceable agreeployer plan to a participant or beneficiaryaccount balance, the participant has a deemed distri-
ment requirement of paragraph (b) of thifails to satisfy the requirements of Q&A-3bution of $5,000 at the time of the loan. The re-
Q&A-3, but only to the extent the loanof this section, when does a deemed digining $15,000 is not a deemed distribution. (Note
satisfies the amount limitations of sectionribution occur? also that, if the loan is secured solely by the partici-
720)/) At (@) Deemed disribuion For P21 aeurtance e oy b s pronite
(b) Enforceable agreement require-purposes of section 72, a deemed distribypy satisfy 29 CFR 2550.408b-1(f)(2).)
ment A loan does not satisfy the requiretion occurs at the first time that the re- Example 3 (i) The nonforfeitable account bal-
ments of this paragraph unless the loan guirements of Q&A-3 of this section areance of a participant is $100,000 and a $50,000 loan
evidenced by a legally enforceable agrearot satisfied, in form or in operation. ThigS made to the participant repayable in level quar-
. . . . terly installments over seven years. The loan is not
ment (which may include more than onenay occur at the time the loan is made Qigible for the section 72(p)(2)(B)(ii) exception for
document) and the terms of the agreemeat a later date. If the terms of the loan d@ans used to acquire certain dwelling units.
demonstrate compliance with the requireaot require repayments that satisfy the re- (i) Because the repayment period exceeds the
ments of section 72(p)(2) and this sectiompayment term requirement of sectiommaximum five-year period in section 72(p)(2)(B)()),
Thus, the agreement must specify th&2(p)(2)(B) or the level amortization re-€ participant has a deemed distribution of $50,000
amount and date of the loan and the repuirement of section 72(p)(2)(C), or the" tggxqp?etze(lgag:xgi; 1, 2002, a participant
payment schedule. The agreement do&san is not evidenced by an enforceablgss a nonforfeitable account balance of $45,000 and

not have to be signed if the agreement mgreement satisfying the requirements @brrows $20,000 from a plan to be repaid over five
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years in level monthly installments due at the end dions described in the introductory text ofnterest that accrued during the leave of absence).

each month. After making monthly paymentsihis section: The amount of each monthly installment is in-
through July 2003, the participant fails to make any Example (i) On July 1, 2003, a participant re-Creased to $1,130 in order to repay the loan by
of the payments due thereafter. quests a $50,000 plan loan to be repaid in levdtne 30, 2007.

(i) As a result of the failure to satisfy the re'monthly installments over 15 years. On August 1, (ii) Because the loan satisfies the requirements of
quirement that the loan be repaid in level monthl)2003’ the participant acquires a principal residence€ction 72(p)(2), the participant does not have a
installments, the participant has a deemed distriby;, 4 pays a portion of the purchase price with geemed distribution. Alternatively, section 72(p)(2)
tion. See paragraph (c) of Q&A-10 of this sectior$50’000 bank loan. On September 1, 2003, the plé(ypuld be satisfied if the participant continued the
regarding when such a deemed distribution occujggng $50,000 to the participant, which the particimonthly installments of $825 after resuming active
and the amount thereof. pant uses to pay the bank loan. employment and on June 30, 2007 repaid the full

Q-5: What is a principal residence for (ji) Because the plan loan satisfies the requird?alance remaining due.
purposes of the exception in sectioments to qualify as a principal residence plan loan Q-10: If a participant fails to make the
72(p)(2)(B)(ii) from the requirement that(taking into account the tracing rules of sectiorinstallment payments required under the
a loan be repaid in five years? t1,63(,h)(3)(?»' ;hze pla;n :;a[‘ qualifies for the excepterms of a loan that satisfied the require-

A-5: Section 72(p)(2)(B)(ii) provides oo " P))B))- o ments of Q&A-3 of this section when

. . . Q-9: Does the level amortization re- P
that the requirement in section uirement of section 72(p)(2)(C) appl made, when does_ a deemed distribution
72(p)(2)(B)()) that a plan loan be repai hen a participant is on a leave of ag(_)ccur anq What Is the amount of the
within five years does not apply to a loan, b P deemed distribution?

. . i . . sence without pay? )
used to acquire a dwelling unit which will ) A-10:
within a r nable time b d th A-9..(a) !_eave of _absenceThe 'e"‘?' tion. Failure to make any installment
min a reasonable time be used as Mey, ortization requirement of sectio ; :
principal residence of the participant ( hayment when due in accordance with the

a72(p)(2)(c) does not apply for a periOdterms of the loan violates section

principal residence plan loan). For thi _ :
purpose, a principal residence has th%Ot longer than one year (or such Ionge-;z(p)(z)(c) and, accordingly, results in a

same meaning as a principal residen ff”"d as may apply under sectioneemeq distribution at the time of such

under section 121. f d:(llje)a)ll ;h;t ;bsp:rzgglp:tnr:elrs O‘?hg ?Og?ailure. However, the plan administrator
. i Vi , el withou : .
Q-6: In order to satisfy the require- P }ﬁay allow a cure period and section

from the employer or at a rate of pay,, oy will not be considered to have

ments for a principal residence plan loa . :
is a loan required to be secured by tf:gaﬂer income and employment tax with een violated if the installment payment
made not later than the end of the cure

dwelling unit that will within a reasonable 0 Gn9) that is less than the amount g

time be used as the principal residence {ﬁe installment payments required undgleriog, which period cannot continue be-

the participant? e terms of the loan. However, the 10a, .y the |ast day of the calendar quarter
AG A Ioan- is not required to be Se_(mcludmg interest that accrues dgrmg th ollowing the calendar quarter in which

cured by the dwelling unit that will within <o e O absence) must be repaid by e yeqyired installment payment was

. .latest date permitted under section o

o retéson'abl'e e -Ze i aSJhetpamf} 2(p)(2)(B) (.g., the suspension of pay- () Amount of deemed distributiortf

ips? tﬁep:QCL?ir;iitsePoiealn rci)rrmcieralores;-ments cannot extend the term of the Ioag loan satisfies Q&A-3 of this section

d | CII princip beyond 5 years, in the case of a loan thak ., made. but there is a failure to pay
ence'pan oan. . is not a principal residence plan loan) an e installmént avments required under
Q7 What tracing rules gpply n dete.r'the amount of the installments due aftey pay  red

mining whether a loan qualifies as a prin; he terms of the loan (taking into account

) . the leave ends (or, if earlier, after the ﬂrs(tjl ;
? ' ’ ) ny cure period allowed under paragraph
cipal residence plan loan* ear of the leave or such longer period y P paragrap

-7: ' i of this Q&A-10), then the amount of
ungef'Sezgfnt{ggl(?,?(gr)léée)sas;tyag'j:ti%]ay apply under section 414(u)) must nq Z: deemeg distrib)ution equals the entire
- ’ be less than the amount required under the, dina bal fthe | includi
mining whether a loan is treated as for th tstanding balance of the loan (including

2 o ) Nferms of the original loan. : - ;
acquisition of a principal residence in . . . accrued interest) at the time of such fail-
(b) Military service See section ure

order to qualify as a principal res"denc‘3114(u)(4) for special rules relating to mil- ((':) Example The following example

plan loan. itar .
. . . Yy service. ; ;
Q-8: Can a refmancmg qua||fy as a . illustrates the rules in paragraphs (a) and
(c) Example The following example )y o¢ yhis 9gA-10 and is based upon the

principal residence plan loan? -
illustrates the rules of paragraph (a) ofssmptions described in the introductory

A-8: (a) Refinancings In general, no, ., . ) . a _ _
a refinancing cannot qualify as a principalhIS Q&A-9 and is based upon the asge, of this section:

. umptions described in the introductory Example () On August 1, 2002, a participant
][e3|dence plan loan. However, a loaf o yhis section: has a nonforfeitable account balance of $45,000 and
rom a qual|f|ed emplgyer plan !Jsed to Example (i) On July 1, 2002, a participant borrows $20,000 from a plan to be repaid over 5
repay a loan from a third party will qual-with a nonforfeitable account balance of $80,00§ears in level monthly installments due at the end of
ify as a principal residence plan loan if théorrows $40,000 to be repaid in level monthly ineach month. After making all monthly payments
plan loan qualifies as a principal resistallmen_ts gf $825 'each over 5 years. The Ioap_tiue through July 31, 2003, the participant fails to
dence plan loan without regard to the Ioaﬁm a principal residence plan loan. The particimake the payment due on August 31, 2003 or any
f he third ¢ pant mak_es 9 monthly payments and commencegher monthly payments due thereafter. The plan
rom the third party. . an unpaid leave of absence that lasts for 12dministrator allows a three-month cure period.
(b) Example The following example months. Thereafter, the participant resumes active (i) As a result of the failure to satisfy the re-
illustrates the rules in paragraph (a) of thismployment and resumes making repayments ajuirement that the loan be repaid in level install-
Q&A-8 and is based upon the assumljhe loan until the loan is repaid in full (includingments pursuant to section 72(p)(2)(C), the partici-

(a) Timing of deemed distribu-
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pant has a deemed distribution on November 30, A-13: (a) Difference between deemed A-15: To the extent that a loan, when
2093,(1V\;hlc?hls X‘e 'asftt giy;éége,thrteﬁ‘morzth ;Erﬁistribution and plan loan offset amountmade, is a deemed distribution or an ac-
period for the August 5L, instaiment. - 11%1) Loans to a participant from a quali-count balance is reduced (offset) to repay

amount of the deemed distribution is $17,157 . . . S .
which is the outstanding balance on the loan at Ndi€d €mployer plan can give rise to twaa loan, the amount includible in income is

vember 30, 2003. Alternatively, if the plan admintypes of taxable distributions— subject to withholding. If a deemed dis-
istrator had allowed a cure period through the end (i) A deemed distribution pursuant totribution of a loan or a loan repayment by
of the next calendar quarter, there would be 8action 72(p); and benefit offset results in income at a date

deemed distribution on December 31, 2003 equal .. T . .
to $17,282, which is the outstanding balance of the (i) A distribution of an offset amount. after the date the loan is made, withhold-

loan at December 31, 2003, (2) As described in Q&A-4 of this ing is required only if a transfer of cash or
Q-11: Does section 72 apply to section, a deemed distribution occurgroperty (excluding employer securities)
deemed distribution as if it were an acwhen the requirements of Q&A-3 of thisis made to the participant or beneficiary
tual distribution? section are not satisfied, either when thi'om the plan at the same time. See
A-11: (a)Tax basis If the employee’s l0an is made or at a later time. Adeeme8835.3405-1, f-4, and 31.3405(c)-1,
account includes after-tax contributions oflistribution is treated as a distribution t@Q&A-9 and Q&A-11, of this chapter for
other investment in the contract under seéhe participant or beneficiary only forfurther guidance on withholding rules.
tion 72(e), section 72 applies to a deemeggrtain tax purposes and is not a distribu- Q-16: If a loan fails to satisfy the re-
distribution as if it were an actual distripyfion of the accrued benefit. A distribu-quirements of Q&A-3 of this section and
tion, with the result that all or a portion oftion of a plan loan offset amount (as deis a prohibited transaction under section
the deemed distribution may not be taxtined in 81.402(c)-2, Q&A-9(b)) occurs4975, is the deemed distribution of the
able. when, under the terms governing a plaloan under section 72(p) a correction of
(b) Section 72(t) and (m)Section 72(t) loan, the accrued benefit of the particithe prohibited transaction?
(which imposes a 10 percent tax on certaip@nt or beneficiary is reduced (offset) in A-16: No, a deemed distribution is not
early distributions) and section 72(m)(5prder to repay the loan (including the ena correction of a prohibited transaction
(which imposes a separate 10 percent td@'cement of the plan’s security interestinder section 4975. See §§141.4975-13
on certain amounts received by a 5_pe}n the accrued benefit). A distribution ofand 53.4941(e)-1(c)(1) of this chapter for
cent owner) apply to a deemed distribu Plan loan offset amount could occur iguidance concerning correction of a pro-
tion under section 72(p) in the same mari variety of circumstances, such akibited transaction.
ner as if the deemed distribution were aWhere the terms governing the plan loan Q-17: What are the income tax conse-
actual distribution. require that, in the event of the particiquences if an amount is transferred from a
Q-12: Is a deemed distribution undePant’s request for a distribution, a loamualified employer plan to a participant or
section 72(p) treated as an actual distripdpe repaid immediately or treated as ibeneficiary as a loan, but there is an ex-
tion for purposes of the qualification re-default. press or tacit understanding that the loan
quirements of section 401, the distribution (b) Plan loan offset In the event of a will not be repaid?
provisions of section 402, the distributiorPlan loan offset, the amount of the ac- A-17: If there is an express or tacit un-
restrictions of section 401(k)(2)(B) orcount balance that is offset against thderstanding that the loan will not be re-
403(b)(11), or the vesting requirements dpan is an actual distribution for pur-paid or, for any reason, the transaction
§1.411(a)-7(d)(5) (which affects the apPOS€s of the Internal Revenue Code, nalbes not create a debtor-creditor relation-
plication of a graded vesting schedule i deemed distribution under sectiorship or is otherwise not a bona fide loan,
cases involving a prior distribution)? 72(p). Accordingly, a plan may be prothen the amount transferred is treated as
A-12: No; thus, for example, if a par-hibited from making such an offset undean actual distribution from the plan for
ticipant in a money purchase plan who ithe provisions of section 401(a),purposes of the Internal Revenue Code,
an active employee has a deemed distrib@91(k)(2)(B) or 403(b)(11) prohibiting and is not treated as a loan or as a deemed
tion under section 72(p), the plan will no©r limiting distributions to an active em-distribution under section 72(p).
be considered to have made an in-servigdoyee. See §1.402(c)-2, Q&A-9(&)x-  Q-18: If a qualified employer plan
distribution to the participant in violation ample 6 See also Q&A-19 of this sec-maintains a program to invest in residen-
of the qualification requirements appncalion for rules regarding the treatment of dial mortgages, are loans made pursuant to
ble to money purchase plans. Similarly‘,oa” after a deemed distribution. the investment program subject to section
the deemed distribution is not eligible to Q-14: How is the amount includible in72(p)?
be rolled over to an eligible retirementncome as a result of a deemed distribu- A-18: (a) Residential mortgage loans
plan and is not considered an impermissﬂon under section 72(p) required to be remade by a plan in the ordinary course of
ble distribution of an amount attributablePorted? an investment program are not subject to
to elective contributions in a section A-14: The amount includible in in- section 72(p) if the property acquired with
401(k) plan. See also §1.402(c)-2, Q&ALOMe as a result of a deemed distributiotine loans is the primary security for such
4(d) and §1.81(k)— 1(d)(6)(ii). under section 72(p) is required to be rdoans and the amount loaned does not ex-
Q-13: How does a reduction (offsetpported on Form 1099-R (or any otheceed the fair market value of the property.
of an account balance in order to repayf@rm prescribed by the Commissioner). An investment program exists only if the
plan loan differ from a deemed distribu- Q-15: What withholding rules apply toplan has established, in advance of a spe-
tion? plan loans? cific investment under the program, that a
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certain percentage or amount of plan agrarded in applying section 72 to the partic2004, the participant repays $5,147 (which is the
sets will be invested in residential mortipant or beneficiary. Even though interestum of the three installment payments that were due
gages available to persons purchasing tientinues to accrue on the outstanding qu?hﬁ]arscﬁp;iinggg j o\;vifr? ?r?{e?eret?(frigslté ZJ?J?]:’; ggyd
property who satisfy commercially cus{and is taken into account for purposes Glyos, pius the installment payment due on June 30,
tomary financial criteria. A loan will not determining the tax treatment of any subzoo4). Thereafter, the participant resumes making
be considered as made under an investequent loan in accordance with paragragte instaliment payments of $1,245 from September
ment program if— (b) of this Q&A-19), this additional inter- 30. 2004 through December 31, 2007. The loan re-

(1) Any of the loans made under theest is not treated as an additional loan (an! éf:rf]';t:r g]fdzeogitfgtzzczeﬂbﬁ 81, 2003 through
program matures upon a participant’s tetthus, doe_s r_lot _result in an additional (i) Because the participant repaid $22,577 after
mination from employment; deemed distribution) for purposes of SeGne deemed distribution that occurred on December

(2) Any of the loans made under thdion 72(p). However, a loan that is deemestt, 2003, the participant has investment in the con-
program is an earmarked asset of a partidistributed under section 72(p) is not contract (tax basis) equal to $22,577 (14 payments of
ipant's or beneficiary’s individual accountsidered distributed for all purposes of thé!:245 each plus a single payment of $5,147) as of
in the plan; or Internal Revenue Code. See Q&A-1Pecembe_r 31, 2007. . .

(3) The loans made under the prograriirough Q&A-16 of this section. Q-22: When is the effective date of
are made available only to participants or (b) Exception for purposes of applyingseCt.'onJZ(p) and the regulations in this
beneficiaries in the plan. section 72(p)(2)(A) to a subsequent Ioar?ecuon' i

(b) Paragraph (a)(3) of this Q&A-18In the case of a loan that is deemed distrib- A~22 (&) Statutory effective date
shall not apply to a plan which, on Deuted under section 72(p) and that has no€ction 72(p) generally applies to assign-
cember 20, 1995, and at all times theréseen repaid (such as by a plan loan offseffl€Nts, pledges, and loans made after Au-
after, has had in effect a loan prograrthe unpaid amount of such loan, includingust 13, 1982.
under which, but for paragraph (a)(3) ofccrued interest, is considered outstanding (b) Regulatory effective dateThis
this Q&A-18, the loans comply with thefor purposes of applying sectionsSection applies to assignments, pledges,
conditions of paragraph (a) of this Q&A-72(p)(2)(A) to determine the maximumand loans made on or after January 1,
18 to constitute residential mortgagemount of any subsequent loan to the pa#002.
loans in the ordinary course of an investicipant or beneficiary. (c) Loans made before the regulatory
ment program. Q-20: May a participant refinance areffective date-(1) General rule A plan

(c) No loan that benefits an officer, di-outstanding loan or have more than onié permitted to apply Q&A-19 and Q&A-
rector, or owner of the employer maindoan outstanding from a plan? 21 of this section to a loan made before
taining the plan, or their beneficiaries, A-20: [Reserved] the regulatory effective date in paragraph
will be treated as made under an invest- Q-21: Is a participant's tax basis undefP) of this Q&A-22 (and after the statu-
ment program. the plan increased if the participant repay@y effective date in paragraph (a) of this

(d) This section does not provide guidthe loan after a deemed distribution? ~ Q&A-22) if there has not been any
ance on whether a residential mortgage A-21: (a) Repayments after deemedi€emed distribution of the loan before the
loan made under a plan’s investment praistribution Yes, if the participant or ben-transition date or if the conditions of para-
gram would result in a prohibited transaceficiary repays the loan after a deemed dig.r_aph (©)(2) of this Q&A-22 are satisfied
tion under section 4975, or on whethefiibution of the loan under section 72(p)With respect to the loan.
such a loan made by a plan covered hyien, for purposes of section 72(e), the par- (2) Consistency transition rule for cer-
Title | of ERISA would be consistentticipant's or beneficiary’s investment in thetain loans deemed distributed before the
with the fiduciary standards of ERISA orcontract (tax basis) under the plan integulatory effective date(i) The rules in
would result in a prohibited transactioncreases by the amount of the cash repaShiS paragraph (c)(2) of this Q&A-22
under section 406 of ERISA. See 2%ents that the participant or beneficiar@PPly to a loan made before the regulatory
CFR 2550.408b-1. makes on the loan after the deemed distriﬁ_ffective date in paragraph (b) of this

Q-19: If there is a deemed distributiorution. However, loan repayments are nd@&A-22 (and after the statutory effective
under section 72(p), is the interest that agreated as after-tax contributions for othefate in paragraph (a) of this Q&A-22) if
crues thereafter on the amount of thpurposes, including sections 401(m) anthere has been any deemed distribution of
deemed distribution an indirect loan fo115(c)(2)(B). the loan before the transition date.
income tax purposes? (b) Example The following exampleil- (i) The plan is permitted to apply

A-19: (a) General rule Except as |ustrates the rules in paragraph (a) of thiQ&A-19 and Q&A-21 of this section to
provided in paragraph (b) of this Q&A-Q&A-21 and is based on the assumptiori§e loan beginning on any January 1, but
19, a deemed distribution of a loan iglescribed in the introductory text of thisonly if the plan reported, in Box 1 of
treated as a distribution for purposes ofection: Form 1099-R, for a taxable year no later
section 72. Therefore, a loan that is Example (i) A participant receives a $20,000than the latest taxable year that would be
deemed to be distributed under sectiokan on January 1, 2003, to be repaid in 20 quarterlyermitted under this section (if this sec-
72(p) ceases to be an outstanding loan f@seta;'l’;t‘setr:;d‘?;illf:f EZ?’;HCS%D;;C‘;g‘;eirs%éég]oeﬁon had been in effect for all loans made
purposes of section 72, and the intere t}stributed as a result of a failure to make quarterl)z,adﬂer the statuf[ory effective date in para-
that accrues thereafter under the plan GRstaiiment payments that were due on Septemb&faph (@) of this Q&A-22), a gross distri-
the amount deemed distributed is disreso, 2003 and December 31, 2003. On June 3bution of an amount at least equal to the
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initial default amount. For purposes of72(p). Example 3of this paragraph (c)(3) tion to the loan. Accordingly, it reduces the partici-

this section, the initial default amount isof this Q&A-22 illustrateghe application Pants tax basis by the initial default amount of

; . $20,000, so that the participant’s remaining tax basis
the amount that would be reported as af the rules in paragraph (c)(2) of thlﬁn the plan is $6,000. Thereafter, the amount of the

gross distribution under Q&A-4 andQ&A-22 to a plan that, before the transiystanding loan is not treated as part of the account
Q&A-10 of this section and the transi-tion date, treated interest accruing after th&iance for purposes of section 72. The participant at-
tion date is the January 1 on which a plamitial deemed distribution as resulting irtains age 59-1/2 in the year 2003 and receives a distri-
begins applying Q&A-19 and Q&A-21 additional deemed distributions under sedtion of the full account balance under the plan con-

of this section to a loan. tion 72(p). The examples are as follows: SiSind of $60,000 in cash and the loan receivable. At
that time, the plan’s records reflect an offset of the loan

(iii) If a plan applies Q&A-19 and  Example 1 () In 1998, when a participant's ac- amount against the loan receivable in the participant's
Q&A-21 of this section to such a loancount balance under a plan is $50,000, the participagtcount and a distribution of $60,000 in cash.
then the plan, in its reporting and With_recelves a loan from the plan. The participant makes (ii) For the year 2003, the plan must report a gross

: " the required repayments until 1999 when there is @syipytion of $60,000 in Box 1 of Form 1099-R and
holding on or after the transition dategeemeq distribution of $20,000 as a result of a failurg taxable amount of $54,000 in Box 2 of Form

must not attribute investment in the conto repay the loan. For 1999, as a result of the deemgggg_r
tract (tax basis) to the participant or bendistribution, the plan reports, in Box 1 of Form gyample 3 (i) In 1993, when a participant's ac-

eficiary based upon the initial defaultl099-R, a gross distribution of $20,000 (which is th@nt hajance in a plan is $100,000, the participant re-
amount. initial default amount in accordance with paragrapiaives a loan of $50,000 from the plan. The partici-

. . . . (©)(2)(ii) of this Q&A-22) and, in Box 2 of Form o0t makes the required loan repayments until 1995
(iv) This paragraph (c)(2)(iv) of this 1099-R, a taxable amount of $20,000. The plan th&Phen there is a deemed distribution of $28,919 as a re-

Q&A-22 applies if— records an increase in the participants tax basis for thg; of 4 failure to repay the loan. For 1995, as a result

(A) The plan attributed investment insame amount ($20,000). Thereafter, the plan disrgs the geemed distribution, the plan reports, in Box 1
the contract (tax basis) to the participarﬁards’ for purposes of section 72, the interest that &g Form 1099-R, a gross distribution of $28,919

crues on the loan after the 1999 deemed distributiop, i~p i P ; ;
e ; hich is the initial default amount in accordance with
or beneficiary based on the deemed dl%'hus, as of December 31, 2001, the total taxabggragraph (©)(2)(ii) of this Q&A-22) and, in Box 2 of

tribution of the loan; amount reported by the plan as a result of the deemeg, 1099_R. a taxable amount of $28.919. For
(B) The plan subsequently made aistribution is $20,000 and the plan's records shoWggs the plan also records an increase in the partici-

actual distribution to the participant or‘gggtggopazidp%”t's tax fazsci)sof t:e S[amg a_’;“)“ bint's tax basis for the same amount ($28,919). Each
beneficiary before the transition dateé N 8)(A Loy ht oy Jear thereafter through 2001, the plan reports a gross
and apply Q&A-19 of this section to the loan. - Accord-gigtrinytion equal to the interest accruing that year on
) . ingly, it reduces the participant’s tax basis by the initigle 1oan balance, reports a taxable amount equal to the

(C) Immediately before the transitiondefault amount of $20,000, so that the participant’s r§aterest accruing that year on the loan balance reduced
date, the initial default amount (or, ifmaining tax basis in the plan is zero. Thereafter, “'l?}/ the participant’s tax basis allocated to the gross dis-
less, the amount of the investment in tht ount of t:“; olutstanfdlng loan is no:{trea?ed a752pa$ﬁ) bution, and records a net increase in the participant's

) e account balance for purposes of section 72. :

contract so attributed) exceeds the pa[’_ purp R& basis equal to that taxable amount. As of Decem-

s ) A . participant attains age 59-1/2 in the year 2003 and rggr 31, 2001, the taxable amount reported by the plan
ticipant's or beneficiary’s investment inceives a distribution of the full account balance undels 5 resuit of the loan totals $44 329 and t);le plgn’s

the contract (tax basis). If this paragrapl‘mg plan consisting of $60,000 in cash and the 10an fEscords for purposes of section 72 show that the partic-
(c)(2)(iv) of this Q&A-22 applies, the ceivable. At that time, the plan’s records reflect an Offl'pant’s tax basis totals the same amount ($44,329). As

plan must treat the excess (the loan tra et of tr_\e_ Ioary] amount against t_he_loa_n receivable i January 1, 2002, the plan decides to apply Q&A-19
sition amount) as a loan amount that rqtﬁe(:;):}:tlmpants account and a distribution of $60,008s ths sectil;)n. Agcofinglyy itl rgd;mels the partici;

. . . : pant’s tax basis by the initial default amount o
mains OL.jtStandmg a.m.d mu,St include the (i) For the year 2003, the plan must report a grogs28,919, so that the participant's remaining tax basis
excess in the participant’s or benefiyistribution of $60,000 in Box 1 of Form 1099-R andn the plan is $15,410 ($44,329 minus $28,919).
ciary’s income at the time of the first ac-a taxable amount of $60,000 in Box 2 of Formrhereafter, the amount of the outstanding loan is not
tual distribution made on or after thel099-R. treated as part of the account balance for purposes of
transition date. Example 2(i) The facts are the same aEikample section 72. The participant attains age 59-1/2 in the

. 1, except that in 1999, immediately prior to theyear 2003 and receives a distribution of the full ac-
(3) Examples The rUIes_m I:)aragra‘phdeemed distribution, the participant’s account balana@unt balance under the plan consisting of $180,000 in
(c)(2) of this Q&A-22 are illustrated by ynger the plan totals $50,000 and the participant's twash and the loan receivable equal to the $28,919 out-
the following examples, which are basedasis is $10,000. For 1999, the plan reports, in Boxstanding loan amount in 1995 plus interest accrued
on the assumptions described in the irpf Form 1099-R, a gross distribution of $20,000hereafter to the payment date in 2003. At that time,
troductory text of this section (and, ex (which is ;h? i)r(“zti)?.l.)deiaﬂt ag;uAnt2 |2n) acc;)rdance W_ithhe _plan’i reicords ref_lecé Ian_ offhset of t_h_e loan amount
. . . paragraph (c)(2)(ii) of this -22) and reports, inagainst the loan receivable in the participant's account
cept as specmcally prowded I.n t,he ?X_Box 2 of Form 1099-R, a taxable amount of $16,00and a distribution of $180,000 in cash.
amples, also assume that no distributionge $20,000 deemed distribution minus $4,000 of tax (ii) For the year 2003, the plan must report a gross
are made to the participant and that thgasis ($10,000 times ($20,000/$50,000)) allocated tistribution of $180,000 in Box 1 of Form 1099-R
participant has no investment in the conthe deemed distribution). The plan then records an iand a taxable amount of $164,590 in Box 2 of Form
tract with respect to the planExample (l;re_ase in taﬁ baﬁis equ_a_l to the $20,000 deemk;ed diﬁgi—;)@wo,ooo minus the remaining tax basis of
. ution, so that the participant’s remaining tax basis , .
1, Example 2 and Exe}mple 4of thIS of December 31, 1999, totals $26,000 ($10,000 minus Example 4(i) The facts are the same a€xam-
paragraph (c)(3) of this Q&A-22 illus- g4 000 plus $20,000). Thereafter, the plan disregardsie 1, except that in 2000, after the deemed distribu-
trate the application of the rules in parafor purposes of section 72, the interest that accrues tian, the participant receives a $10,000 hardship dis-
graph (c)(2) of this Q&A-22 to a planthe loan after the 1999 deemed distribution. Thus, asbution. At the time of the hardship distribution,
that, before the transition date, did no@f December 31, 2001, the total taxable amount réhe participant's account balance under the plan to-
. . . _..._ported by the plan as a result of the deemed distribtals $50,000. For 2000, the plan reports, in Box 1 of
treat mter,eSt, acprumg aft.er t,he ml,tlaﬁon is $16,000 and the plan’s records show that tHeorm 1099-R, a gross distribution of $10,000 and,
deemed distribution as selting in addi- participant's tax basis is $26,000. As of January in Box 2 of Form 1099-R, a taxable amount of
tional deemed distributions under sectionoo2, the plan decides to apply Q&A-19 of this sec$6,000 (the $10,000 actual distribution minus
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$4,000 of tax basis ($10,000 timesrecords reflect an offset of the loan amount againQection 457.—Deferred
($20,000/$50,000)) allocated to this actual distributhe loan receivable in the participant’s account and .

tion). The plan then records a decrease in tax bagsstribution of $60,000 in cash. Compensatlon Plans of State
equal to $4,000, so that the participant's remaining (i) In accordance with paragraph (c)(2)(iv) ofand Local Governments and

tax basis as of December 31, 2000, totals $16,0aBis Q&A-22, the plan must report in Box 1 of Tax-Exempt Organizations

($20,000 minus $4,000). After 1999, the plan disreForm 1099-R a gross distribution of $64,000 and

gards, for purposes of section 72, the interest that aic-Box 2 of Form 1099-R a taxable amount for theg cFR 1.457_1- Compensation deferred under
crues on the loan after the 1999 deemed distributioparticipant for the year 2003 equal to $64,000 (thgjigible deferred compensation plans.

Thus, as of December 31, 2001, the total taxabkeum of the $60,000 paid in the year 2003 plus

amount reported by the plan as a result of th$4,000 as the loan transition amount). This notice describes the withholding and report-
deemed distribution plus the 2000 actual distribution ing requirements applicable to eligible deferred
is $26,000 and the plan’s records show that the par- Robert E. Wenzel, compensation plans described in section 457(b) of
ticipant’s tax basis is $16,000. As of January 1, Deputy Commissioner the Internal Revenue Code of 1986. See Notice

2002, the plan decides to apply Q&A-19 of this sec-
tion to the loan. Accordingly, it reduces the partici-
pant’s tax basis by the_ i_nitial defau!t .amount Oprproved July 13, 2000.
$20,000, so that the participant’s remaining tax basis
in the plan is reduced from.$_l_6,000 to zero. How- Jonathan Talisman,
ever, because the $20,000 initial default amount ex- .

ceeds $16,000, the plan records a loan transition Deputy Assistant Secretary
amount of $4,000 ($20,000 minus $16,000). There- of the Treasury.
after, the amount of the outstanding loan, other than

the $4,000 loan transition amount, is not treated d&iled by the Office of the Federal Register on July
part of the account balance for purposes of sectiotf: 2000, 8:45 a.m., and published in the issue of
72. The participant attains age 59-1/2 in the yedhe Federal Register for July 31, 2000, 65 F.R.
2003 and receives a distribution of the full accounf#6588)
balance under the plan consisting of $60,000 in cash

and the loan receivable. At that time, the plan’s

of Internal Revenue. 2000-38. page 174.
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Part lll. Administrative, Procedural, and Miscellaneous

26 CFR 601.105: Examination of returns and first taxable year beginning after DecembRAFTING INFORMATION

claims for refund, credit, or abatement; ber 31. 1998. the relevant domestic in-
determination of correct tax liability. ! !

vestment yields are: The principal author of this revenue
Rev. Proc. 2000-32 7.6 percent for foreign life insuranceProcedure is John W. Rogers Il of the

companies, and Office of the Associate Chief Counsel (In-

bility insurance companies. garding this revenue procedure, please

This revenue procedure provides the 03 SOURCE OF DATA EOR 1999 contact Mr. Rogers at (202) 622-3870

domesti_c gsset/liability percentages amflhe section 842(b) percentages to be us&aot a toll-free call), or write to the Inter-
domestic investment yields needed bYor the 1999 tax year are based on tax r8al Revenue Service, Office of the Asso-

foreign life insurance companies and fory | "yt liowing the same methodolSiate Chief Counsel (International), 1111
eign property and liability insurance com-

Constitution Avenue, NW, Washington,
panies to compute their minimum effec?9Y USed for the 1998 year DC 20224, Attention: CC:INTL:BrS,
tively connected net investment inCOM&ECTION 3. APPLICATION — Room 4554.

under section 842(b) of the Internal ReVESTIMATED TAXES
enue Code for taxable years beginning

after December 31, 1998. Instructions are To compute estimated tax and the intosses Claimed on Certain
provided for computing foreign insurancestallment payments of estimated tax dUfhtangible Assets
companies’ liabilities for the estimatedfor taxable years beginning after Decem-
tax and installment payments of estimatefer 31, 1998, a foreign insurance CorrNotice 2000-34

tax for taxable years beginning after Depany must compute its estimated tax pay-

cember 31, 1998. For more specific guidments by adding to its income other than This notice informs Blue Cross Blue
ance regarding the computation of th@et investment income the greater of (i
amount of net investment income to be inits net investment income as determinegqanizations” that the Internal Revenue
cluded by a foreign insurance companyinder section 842(b)(5), that is actuallseryice will challenge deductions for
on its U.S. income tax return, see Noticeffectively connected with the conduct ofysses for the termination of individual
89-96, 1989-2 C.B. 417. For the domes trade or business within the United, siomer, provider, or employee contracts
tic asset/liability percentage and domestigtates for the relevant period, or (i) the,, relatioélships associated with customer
investment yield, as well as instructionsninimum effectively connected net in-jits provider networks, and workforce in

for computing foreign insurance compavestment income under section 842(h

o liabilities f timated t di ) Qlace with respect to which the taxpayer
nies’ liabilities for estimated tax and in-that would result from using the most re¢|4ims an adjusted basis derived from

stallment payments of estimated tax fogently available domestic asset/liabilityg 1012(c)(3)(A)(ii) of the Tax Reform Act
taxable years beginning after Decembgfercentage and domestic investmerbtf 1986 (the Act).
31, 1997, see Rev. Proc. 99-30, 1999-3deld. Thus, for installment payments due gection 1012 of the Act revoked the

lR.B.221. after the publication of this revenue progay_exempt status of BCBS organizations

cedure, the domestic asset/liability pery,q added § 833 of the Internal Revenue
centages and the domestic investmegyqe (the “Code”), which treats those or-
.01 DOMESTIC ASSET/LIABILITY Yields provided in this revenue Pﬁoced“réanizations as taxable stock insurance
PERCENTAGES FOR 1999. The SecreMust be used to compute the minimum efqompanies. Under § 1012(c)(3)(A)(ii) of
tary determines the domestic asset/liabif€Ctively connected net investment inyhe Act, each organization’s adjusted
ity percentage separately for life insurc0me. However, if the due date of an inp,ges in jts assets, for purposes of deter-
ance companies and property and liabilityt@/lment is less than 20 days after thgining gain or loss, is deemed equal to
insurance companies. For the first taxdate this revenue procedure is publishegle 55sets’ fair market values as of the
able year beginning after December 31N the Internal Revenue Bulletin, thefg gay of its first taxable year beginning
1998, the relevant domestic asset/liabilitftSSet/liability percentages and domestiggar pecember 31, 1986.
percentages are: Investment yields provided in Rev. Proc. the conference Committee Report ac-
113.8 percent for foreign life insurance?-30 May be used to compute the ming,mnanying the Act states that this fair
companies, and mum effectively connected net investyn, ket value basis adjustment was pro-
169.4 percent for foreign property andn€nt income for such installment.  Fo;geq “solely for purposes of determining
liability insurance companies. further guidance in computing estimatedyain or joss upon the sale or exchange of
.02 DOMESTIC INVESTMENT !@x, see Notice 89-96. the assets, not for purposes of determin-
YII_ELDS FOR 1999. The Secretary is_ TeSECTION 4. EFFECTIVE DATE ing amounts of depreciation or for other
quired to prescribe separate domestic in- purposes.” H.R. Conf. Rept. 841,109
vestment yields for foreign life insurance This revenue procedure is effective foCong., 2d Sess. II- 350 (1986). The Con-
companies and for foreign property andaxable years beginning after Decembeerence Report further clarifies that the
liability insurance companies. For the31, 1998. basis adjustment was provided because

Shield insurance organizations (“BCBS

SECTION 2. CHANGES
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the conferees believed that the formerly
tax-exempt organizations should not be
taxed on unrealized appreciation or depre-
ciation that accrued during the period the
organization was not generally subject to
income taxation.Id.

The Service has learned that some BCBS
organizations are claiming annual or peri-
odic loss deductions under § 165 of the
Code with respect to certain intangible as-
sets, including customer lists, provider net-
works, and workforce in place using the
fair market value basis provided under
§ 1012(c)(3)(A)(ii) of the Act for purposes
of determining gain or loss. For example,
some BCBS organizations are claiming
loss deductions in the year in which a cus-
tomer terminates its relationship with the
BCBS plan, on the theory that each cus-
tomer relationship is a separate asset for
federal income tax purposes.

The Service believes that BCBS organi-
zations are not entitled to these loss deduc-
tions. In addition to carefully scrutinizing
the valuations obtained for the assets at
issue, the Service will challenge the loss
deductions under various theories, as ap-
propriate, including the following:

e These individual customer, provider,
or employee contracts or relation-
ships are not separate assets. The
Supreme Court’s decision Mewark
Morning Ledger Co. v. United States
507 U.S. 546 (1993), did not disturb
earlier authority denying current loss
deductions upon the termination of an
individual customer, provider, or em-
ployee contract or relationship or
similar component of a single asset.
See e.g, Golden State Towel and
Linen Service v. United State373
F.2d 938 (Ct. Cl. 1967). INewark
Morning Ledger the Supreme Court
cited Golden State Towekith ap-
proval.

* Under the facts set forth above, an-
nual or periodic loss deductions are
the functional equivalent of amortiz-
ing the single assets composed of in-
dividual customer, provider, or em-
ployee contracts or relationships, and
as such are contrary to Congress’s
express prohibition against using the
§ 1012(c)(3)(A)(ii) basis for amorti-
zation purposes. That is, some
BCBS organizations are using these
annual loss deductions as a mecha-
nism for regularly converting a por-

2000-33 I.R.B.

tion of a single intangible asset’sDRAFTING INFORMATION

§ 1012(c)(3)(A)(ii) basis into an off- o , o
set against current income, produc- The principal author of this notice is
ing the same tax effect as amortizinéarace Matuszeski of the Office of the As-
that asset's § 1012(c)(3)(A)(ii) basis,Sociate Chief Counsel (Income Tax & Ac-

By enacting § 1012 of the Act Con-counting). For further information re-

gress intended to take away the adl@rding this notice contact Kay
vantage the BCBS organizationé"OSSOfSky of the Office of the Associate
enjoyed as tax-exempt entities irChief Counsel (Financial Institutions &

competing with commercial insur- Products) at (202) 622-3970 (not a toll-

ance companies by subjecting thd&e€ call).
BCBS organizations to the payment

of federal income taxes to the samfRg Releases New Form 8871

extent as commercial insuranc . P .
oroviders. H.R. Rep. No. 426, 99thq’oht:cal Organization Notice of

Cong., 1st Sess. 664 (1985). Th&ection 527 Status

legislative history to the Act indi- Notice 2000-36
cates that Congress expected to

remedy this inequity immediately, The Internal Revenue Service on July
with the BCBS organizations be-12, 2000, announced the release of the
ginning to pay tax in their initial new form that section 527 political orga-
years as taxable entities. The amizations must file and detailed plans for
nual use of a portion of theimplementing other aspects of the new
§ 1012(c)(3)(A)(ii) basis to offset alaw governing these groups.

substantial amount of taxable in- Starting immediately, section 527 polit-
come immediately upon becomingical organizations must file Form 8871
taxable would permit BCBS organi-with the IRS. This notice of organization
zations to maintain the competitivemust be filed by July 31, 2000.

advantage they enjoyed prior to the The IRS action follows a new law ap-
Act by effectively delaying for proved last month by Congress and
many years their obligation to paysigned July 1, 2000, by President Clinton.
federal income taxes to the samé@he legislation creates a new set of rules
extent as other commercial insurfor political organizations established
ance providers. under section 527 of the Internal Revenue
By not having claimed loss deducCode. Under the new law, these 527
tions upon the termination of individ- groups will be required to publicly dis-
ual customer, provider, or employeeclose details about their organization,
contracts or relationships in priorcontributors, expenditures, annual returns
years, BCBS organizations effec-and other information.

tively adopted a method of account- “The IRS is moving quickly to put
ing that treats customer lists,these new rules in place. We want to
provider networks, and workforce inmake information from these organiza-
place as single assets composed tibns available to the public as soon as
individual customer, provider, or em-possible,” IRS Commissioner Charles O.
ployee contracts or relationships. ARossotti said.

method of accounting cannot be The IRS has also released new forms
changed without permission from theand other details involving reporting and
Secretary. Section 446(e); Rev. Ruldisclosure requirements for 527 organiza-
90-38, 1990-1 C.B. 57. BCBS in-tions.

surance organizations that file claims The first step is the release of Form
for refund to begin recovering the8871, Political Organization Notice of
basis in individual customer, Section 527 StatusThe form is now avail-
provider, or employee contracts orable at the IRS web site, www.irs.gov, in
relationships that terminated in priorthe “Forms and Pubs” section.

years are attempting to make an Organizations must file Form 8871
unauthorized change in method oboth electronically and in writing. The
accounting. SeeTreas. Reg. form can be filed electronically at
§ 1.446-1(e)(2)(ii)(a). www.irs.gov/bus_info/eo/pol-file.html.
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Every political organization under secnual returns by 527 organizations withrules that may apply to § 457(b) plan
tion 527 must file Form 8871 unless itgross receipts of $25,000 or more. Theggarticipants who are or were independent
reasonably expects annual gross receiptsturns also will be available for publiccontractors.
to always be Ies_s_ than $25_,000 in eac:ha\‘{|ew._ _ Il BACKGROUND
taxable year. Political committees also do “Putting these new rules in place poses
not have to submit this form if they are rea major challenge for the IRS given the Section 457 provides rules for nonqual-
quired to file reports with the Federalshort time frame available,” Rossotti saidified deferred compensation plans estab-
Election Commission. Section 501(c) or“However, we are committed to servingished by eligible employers. State and
ganizations such as social welfare grouptgxpayers by implementing this importantocal governments and tax-exempt orga-
labor unions and trade associations thaew law in a timely and convenient mannizations are eligible employers. They

file Form 1120-POL and pay taxes undener.” can establish either eligible plans that
section 527(f)(1) also will not have to meet the requirements of § 457(b) or
submit Form 8871. DRAFTING INFORMATION plans that do not meet the requirements of

The law requires newly established or- 11 principal author of this notice is8 457(b) and that are therefore subject to
ganizations to file Form 8871 within 243 4ith E. Kindell of the Exempt Organiza-tax treatment under 8 457(f).
hours of their creation. However, the IR$;54s Division. For further information  S€ction 1448 of the Small Business
realizes some of these section 527 Orgar}jégarding this announcement contacioP Protection Act of 1996, (“SBJPA"),
zations may not yet be aware of this rey ith E. Kindell on (202) 622-6494 (not1996_3 C.B. 155, 212, amended § 457

quirement. Consequently, the IRS has €X tI-free call). by adding § 457(g), which requires that
tended the due date for filing Form 8871 § 457(b) plans maintained by state or
until July 31, 2000, for any organizations local government employers hold all

established after June 30, 2000. Organg
zations already in existence on June 3

plan assets and income in trust, or in

ligible Deferred Compensation ) .
custodial accounts or annwty contracts

lans under Section 457

2000, already have until July 31, 2000, to described in § 401(f), for the exclusive
file Form 8871. Notice 2000-38 benefit of participants and their benefi-

Form 8871 contains a variety of infor- ciaries. Section 457(g) applies gener-
mation abput 527 organizations, _mcludlnq. PURPOSE AND SCOPE ally to assets and income held by a gov-
the organization’s purpose, a list of re- ernmental § 457(b) plan on and after

lated entities, contact persons, record cus- This notice describes the withholdingAugust 20, 1996. However, with re-
todians, e-mail addresses and lists of offand reporting requirements “applicable t@pect to a governmental § 457(b) plan in
cers, directors and highly compensateeligible deferred compensation plans deexistence on August 20, 1996, a trust (or

employees. scribed in 8§ 457(b) of the Internal Rev-a custodial account or annuity contract)
By August 15, 2000, the IRS will makeenue Code of 1986 (“§ 457(b) plans”). was not required to have been estab-
available on its Internet site a list of orga- Specifically, this notice addresses — lished before January 1, 1999. Section

nizations filing Form 8871. Copies of the <income tax withholding and reporting457(g) does not apply to a § 457(b) plan
Form 8871 will be available through the with respect to annual deferrals madestablished by a tax-exempt organiza-
527 organizations. The IRS is workingon toa § 457(b) plan; tion that is not a state or local govern-
procedures to make copies of the forms ¢ income tax withholding and reportingmental entity.
available for public inspection as soon as with respect to distributions from a Notice 98-8, 1998-1 C.B. 355, pro-
possible. § 457(b) plan; vides guidance regarding the amend-
The IRS has also released another form ¢« Federal Insurance Contributions Aciments made to 8§ 457(b) by the SBJPA.
that 527 organizations will use to periodi- (FICA) payment and reporting with Following publication of the 1998 no-
cally disclose contributions and expendi- respect to annual deferrals under #ce, the Service received additional in-
tures made after July 1, 2000. Form § 457(b) plan; quiries regarding the statutory changes
8872, Political Organization Report of < employer identification numbersmade in § 457(b) by the SBJPA and the
Contributions and Expendituresvill in- (EINS) used in connection with trustsTaxpayer Relief Act of 1997, Pub. L. No.
clude names, addresses, employers and established under § 457(g); and 105-34. Specifically, taxpayers, em-
occupations for contributors of $200 or < the application of annual reporting reployers, and plan administrators asked
more annually. Organizations or individ- quirements to 8§ 457(b) plan adminiswhat employment and income tax report-
uals receiving $500 or more annually trators and trustees holding assets ofing requirements apply with respect to
from 527 organizations also will be listed § 457(b) plan in accordance with§ 457(b) plans and whether a trustee or

on these forms. § 457(Q). administrator of a trust established under
For more information about Form 8872, This notice addresses only reporting 457(g) must file annual information re-

see Notice 200041, page 177. and withholding rules that apply toturns relating to the trust, such as Form
Information from filed Forms 8872 will 8 457(b) plan participants who are 0890, Return of Organization Exempt

be available for public inspection. were employees of state and local gov-rom Income Tax, or an appropriate ver-

The IRS also is in the process of detelernments or tax-exempt organizationsion of Form 5500, Annual Return/Re-
mining which forms will be used as an-and does not cover special reportingort of Employee Benefit Plan.
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[ll. INCOME TAX WITHHOLDING 82-46, 1982-1 CB 158. If an eligible D. Reporting Death Benefit
AND REPORTING ON ANNUAL payor uses the flat rate of withholding as Payments
DEFERRALS an alternative to regular wage withhold-

. ' ing on a lump sum payment, section Distributions to a beneficiary of a de-
Section 457(a) provides that annual der3573 of the Omnibus Budget Reconciliceased participant under a § 457(b) plan are

ferrals under a § 457(b) plan and any ingion Act of 1993, 1993-3 C.B. 130 profeported on Form 1099-R, Distributions
come attributable to the amounts SO dgjqes that a 28 percent flat rate must b&om Pensions, Annuities, Retirement or

ferred will not be includible in a gqq. Profit-Sharing Plans, IRAs, Insurance Con-
participant’s gross income until that tracts, etc. See Rev. Rul. 86-109, 19862
amount is paid or made available to the B. Person Responsible for Income  C.B. 196. No income tax withholding is re-
participant or beneficiary. Therefore, an-  Tax Withholding on Distributions  quired for distributions from § 457(b) plans
nual deferrals under a § 457(b) plan are to beneficiaries. See Rev. Rul. 59-64,

not subject to income tax withholding at Section 3402(a) requires every em41959-1 C.B. 31. The instructions for Form
the time of the deferral. However, a parployer making payment of wages to with1099-R describe how this form is com-
ticipant’s annual deferrals during the taxhold income tax on these wages. Howpleted for distributions made to a benefi-
able year under a § 457(b) plan are reever, § 3401(d)(1) provides that if thecjary from a nonqualified deferred compen-
ported on Form W-2, Wage and Taxerson for whom an individual performedsation plan, such as a § 457(b) plan.
Statement, in the manner described in theervices as an employee does not have

instructions to that form. “Annual defer-control of the payment of the wages for E. EINs and Income Tax Deposits
rals”, as used in this notice, means ththose services, the person having control ~ with respect to § 457(g) Trust
amount of compensation deferred undesf the payment of the wages is responsi-  Accounts

the plan in accordance with sectiorble for income tax withholding on those , ,

457(b) whether by salary reduction omages. See § 31.3401(d)-1(f). Thus, if Generally, the income tax withheld on
nonelective employer contribution, dur-distributions are made by a § 457(92'5”'bUtIonS should be reported on the
ing a taxable year. trustee of a plan established by a state bP'™M 941 of the person responsible for

local government, the trustee is respongf¥ithholding, as described in section 1V-B
ble for income tax withholding and re-Of this notice, and aggregated with other

porting on the distributions. Similarly, if @Mounts reported by that person on Form

IV. INCOME TAX WITHHOLDING
AND REPORTING ON § 457(b)

PLAN DISTRIBUTIONS distributions are made by a § 457(g) cuD41 to determine the frequency of federal
todian or insurance carrier treated as &X deposits under § 31.6302-1. This is
A. Income Tax Withholding on trustee under § 457(g), the custodian ¢p€ same as the first alternative described

§ 457(b) Plan Distributions insurance carrier is responsible for inln Announcement 84-40, 1984-17 IRB

come tax WItth'dlng on the distribu_31. Alternatively, the IRS will permit
“Distributions” from a § 457(b) plan t0 tjons. Subsections C. D. and E of thifrustees of § 457(g) trusts, or custodians

a participant or former participant includeggtion 1v provide additional information © insurance carriers treated as trustees
all amounts that are paid or made ava“r'egarding how the trustee (or custodian dgnder § 457(g)(3) to use the other two al-
able under a § 457(b) plan. Distributiong,,q\;rance carrier) should withhold, delernatives contained in Announcement
to a participant or former participant fromposit, and report distributions. 84—-40 for the tax administration of such
a § 457(b) plan are wages under § 3401(a)\when distributions are made under ¥ithholdings:

that are subject to income tax withholdin% 457(b) plan established by a tax-exempt 1. The trustee, custodian, or insur-
in accordance with the income tax With'organization, the tax-exempt organizatiof"c€ carrier may request an EIN solely for
holding requirements of § 3402(a). The), any other person having control of thdhe purpose of reporting the aggregated
pension withholding rules of § 3405 d withholding from the distributions of

ayment of the distributions is responsi* s
not apply. See § 35.3405-1, a-23, Q&A|e for income tax withholding on the dis-€VerY § 457(g) trust, custodial account, or

of the Temporary Employment Tax andi,utions. annuity contract under its control, making
Collection of Income Tax at Source Regu- deposits and filing Form 941 accordingly.
lations. C. Reporting on Form W-2 for 2. The trustee, custodian, or insur-
Income tax withholding on distribu- Distributions from a § 457(b) Plan  ance carrier may request and use a sepa-
tions to a participant or former participant rate EIN for each § 457(g) trust (or custo-

under a § 457(b) plan is calculated in the Distributions to a participant or for-dial account or insurance contract),
same manner as withholding on othemer participant during a taxable yeamaking deposits and filing Form 941 ac-
types of wage payments. For guidance aimnder a § 457(b) plan are reported ooordingly.

the use of the flat rate withholdingForm W-2, Wage and Tax Statement, in The trustee, custodian, or insurance
method as a supplement to regular waghe manner described in the instructionsarrier exercising any of the above alter-
withholding in cases where the payor iso that form. See also Rev. Rul. 82—4&)atives for depositing and reporting the
paying wages to the participant in addisupra. Income tax withheld fromtax withheld from § 457(g) trust distribu-
tion to the distribution from the § 457(b)§ 457(b) plan disibutions is reported tions must also follow the same option in
plan, see § 31.3402(g)-1(a) of the Emguarterly on Form 941, Employer’s Quar{iling the related information returns,
ployment Tax Regulations and Rev. Rulterly Federal Tax Return. such as Forms W-2 (in the case of distrib-
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utions to participants or former partici- B. Time Social Security, Medicare,  attributable to that amount, including in-
pants) or 1099-R (in the case of distribu- and FUTA Taxes Imposed come on the amounts deferred, may be
tions to beneficiaries). That is, the wages for FICA purposes when paid or
trustee, custodian, or insurance carrier gections 3121(a) (relating to social seMade available. See § 31.3121(v)(2)-
must use the same name and EIN ogrity and Medicare) and 3306(b) (relat1(d)(1)(ii). Additional special rules apply
Forms W-2 or 1099-R as that undejyg to FUTA) define “wages” as all re-t0 § 457(b) plans other than plans where
which the tax was deposited and the quapyneration for employment, unlesdenefits are based on a participant's ac-
terly return filed. The trustee, custodiangpecifically excluded (see section V-Acount balance. See § 31.3121(v)(2)-
or insurance carrier must aggregate a’@Eove). If social security, Medicare, ort(€)(4)-

deposit all taxes pursuant to § 31.6302—#TA taxes apply, sections 3121(v)(2)
under the EIN chosen. The above-desng 3306(r)(2) contain special timing
e PO (el o110t e hat aply in delermining When, The appicaton o social securty
Y . fxmounts deferred under a nonqualifiejedicare tax is illustrated by the follow-
lished pursuant to section 457(g) foleferred compensation plan are requirgglg examples:

amounts deferred under 8 457(a). Foring pe taken into account. Under these Example 1() State R's § 457(b) plan provides

formation on the remittance of social segections, an amount deferred under a nofes elective deferrals from current salary, as well
curity, Medicare, and FUTA taxes by thequalified deferred compensation plan, in@s a one percent of salary nonelective contribution

C. Examples

employer, see section V-D below. ; ; . or each employee who participates in the plan and
cludlng a § 457(b) plan, is required to bé ho is employed with State R during the plan

V. FICAAND FUTATAXES AND taken. into acpount for purposes of SOCI‘Eyear. All employees who participate in the plan

REPORTING security, Medicare, and FUTA taxes as Ofre covered by an agreement under section 218 of

the later of when the services are petthe Social Security Act. Al deferrals and contri-
formed or when there is no substantidiutions, including the state's contribution, are

risk of forfeiture of the rights to such ™! andimmediately vested. .
(i) Because these contributions are not subject

The rules described in this notice relatingmount. to a substantial risk of forfeiture (and the services
to FICA (social security and Medicare) tax Thus, if a § 457(b) plan provides thato which they relate have already been performed),
apply to employees of state and local gowannual deferrals are fully and immedithe elective deferrals are required to be taken into
emmerisony f hey to subect [ sociely veste, sl deferls are SUDEEERT 101 o et
security or M?dlcare tax_under sect.|orli0 social segurlty, Medicare, and FUTA.}aken into account as wages at the time of the con-
3121(u) (relating to Medicare), sectiortaxes at the time of deferral. However, if;iption for purposes of the social security and
3121(b)(7)(E) (relating to agreements erthe annual deferrals are not fully and immedicare tax.
tered into pursuant to section 218 of the Senediately vested, but are subject to a sub- Example 2(i) Assume the same facts as in Ex-
cial Security Act), or other provisions of thestantial risk of forfeiture, the annual de{’ﬂfgpfloer gt:éczrg trr:;rt] élr;ec t?vlincgifn btﬂtriiy?r:e\ist
.COde' such as section 3121(b)(7)(F) (relaferrals (and garnlngs thereon) aréc])re, an employee’s rights to the nonelective
ing to state and local government employgenerally taken into account for purposeg, yyibutions (and the associated earnings) are
ees who are not members of a state or lodzfl social security, Medicare, and FUTA akubject to a substantial risk of forfeiture until the
retirement system). The FICA rules disthe time such amounts are no longer sulmployee has been employed by State R for three
cussed in this notice generally apply to enject to a substantial risk of forfeiture. Fo¥€a's. , _ o
ployees of tax-exempt organizations, unlegsurposes of social security, Medicare, angar(:i)n State R’s nonelective contributions (and

e . . . L gs thereon) are not wages for purposes of
a specific exclusion is applicable. Thé&UTAtaxes, the determination of whethefye sociar security and Medicare tax until the em-
FICA tax discussed in this Section V in-a substantial risk of forfeiture exists iSployee has completed three years of service. At
cludes the employer’s share of the FICAnade in accordance with the principles ahat time, the aggregate amount of State R’s non-
tax imposed under section 3111 as well agection 83 and the regulations thereund(@{lgcti&/e C(t))ntriblL(Jtioqs, plus earnings thereorf1, is re-
e emplojeets e imposed under sebee 55 31.3L2(v)(2)-1(e)(3) andred e en s e s i o -
tions 3101 and 3102. 31'3306(r)(2)_1' Once an individual has met the vesting require-

The rules described in this notice relat- If amounts deferred under a § 457(bents, future nonelective contributions by State R
ing to the Federal Unemployment Tax Acplan are properly taken into account as sere required to be taken into account as wages for
(FUTA) do not apply to service for a statecial security, Medicare, and FUTA wage$Urproses of the socigl s_ecurity and Medicare tax at
or local governmental entity because sewhen deferred (or, if later, when they® fime of the contribution.
tion 3306(c)(7) provides a !:UTA exemp-cease to be subject to a substantial risk_ofD_ Deposit and Reporting of Social
tion for service performed in the employforfeiture), th_e amounts Subs_equently paid Security, Medicare and FUTA
of a state or any political subdivisionor made available to a participant or bene- Taxes
thereof or any instrumentality of any ondiciary under the § 457(b) plan are not sub-
or more of the foregoing. The rules deject to social security, Medicare, or FUTA The employer must aggregate and de-
scribed in this notice relating to FUTAtaxes. See 88 3121(v)(2)(B) andgosit social security and Medicare taxes
apply to service for a tax-exempt organi3306(r)(2)(B) and § 31.3121(v)(2)—associated with a § 457(b) plan (includ-
zation other than a tax-exempt organizak(a)(2)(iii) and 31.3121(v)(2)-1(d)(2). Ifing the employer’s share of social secu-
tion described in section 501(c)(3). Sean amount deferred for a period is notity and Medicare taxes under section
section 3306(c)(8). properly taken into account, distributions3111) with all other social security, and

A. Scope
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Medicare taxes and withheld incomend Local Government Employers. These Form 8872 Political Organization Re-
taxes paid on behalf of its employees ipublications will be revised, as appropriport of Contributions and Expenditutes
accordance with § 31.6302—-1 and muste, to reflect the proper treatment oWill require groups to list contributors of

report these taxes on Form 941. Employrusts under section 457(g). $200 or more annually and expenditures
ers subject to FUTA must aggregate and of $500 or more annually.
deposit FUTA amounts associated with Y. EFFECTIVE DATE This marks the second new IRS form

8§ 457(b) plan with all other FUTA
amounts paid on behalf of its employee§
in accordance with § 31.6302(c)-3 an

must report these payments on Form 94

This notice is applicable with respect to(]:_?]\i/: :‘I(?I?o:vescg Onnev?/zlgvx(/) rgsgrlésggr;i.

eferrals and distributions made after Dejune 2000 by Congress and signed July

é:ember 31, 2001. Plan sponsors, plan a&i’- 2000, by President Clinton that cre-

ministrators and taxpayers may rely Oftes a new set of rules for political orga-

VI. ANNUAL REPORTING FOR this Notice for distributions and deferralsnizations established under section 527
§ 457 PLANS before January 1, 2002. of the Internal Revenue Code. Under
IX. REQUEST FOR COMMENTS the new law, these 527 groups will be

A. Section 457(b) Plans of Tax- required to publicly disclose details
Exempt Organizations The Internal Revenue Service requestghout their organization, contributors,

.comments concerning this notice, and wekxpenditures, annual returns and other

Apljual deferrals and payments to certaifpmes comments on any other useful agnformation.
participants in a § 457(b) plan of a tax-eXproaches the Service might consider re- “The IRS continues moving forward
empt organization are reported on the orggarding the administration of § 457(b)with this important project as quickly as
hization's Form 990 in the manner depjans, including alternatives to Form W-Zyossible,” IRS Commissioner Charles O.
scribed in the instructions to that form. reporting. Comments can be addressed tssotti said. “Putting these new rules in

B. § 457(g) Trusts the .Interna_l Revenue Service, Office of Asplace is a top priority.”

sociate Chief Counsel, CC:TEGE:EB:QP2, Form 8872 and related instructions are

Atrust described in § 457(g) is not reRoom 5201, 1111 Constitution Avenuenow available at the IRS web site,
quired to file Form 990, Return of Orga-Washington, D.C. 20224. In addition, comwww.irs.gov, under the “Forms and Pubs”
nization Exempt From Income Tax,ments may be submitted electronically vigection. Look under “What's Hot in Tax
Form 1041, U.S. Income Tax Return fothe Internet by sending them in an e-maitorms.” Form 8872 can be downloaded
Estates and Trusts, Form 1120, U.S. Cote: joel.s.rutstein@md.irscounsel.treas.gowt ftp.fedworld.gov/publirs-fill/f8872.pdf.
poration Income Tax Return, or Formand specifying that the comments concerphe Form 8872 instructions are available
5500, Annual Return/Report of Em-Notice 2000-38. at ftp.fedworld.gov/pub/irs-pdf/i8872.pdf.
ployee Benefits Plans. See, for example The new form requires 527 organiza-
Rev. Proc. 95-48, 1995-2 C.B. 418'.:5RAFTING INFORMATION tions to list the namqe, address, e?nployer
which provides that governmental units o b cinal author of this notice is@nd occupation of contributors who give
and affiliates of governmental units thaﬁohn Tolleris of the Office of the Associ-$200 or more annually to the organiza-
are exempt from federal income tax,.. cpiof Counsel/Division Counsel (Tadion.  Similar information will be listed
under § 501(a) are not required to filg-, oy Government Entities). Howeverfor groups or individuals receiving $500
annual information returns on Form 990,y o "nersonnel from the IRS and Trea®" more annually from 527 organizations.
Return of Organization Exempt From In- ury participated in its development. Foff e disclosure covers contributions re-
come Tax. Atrust described in § 457(gfurther information regarding this notice c€ived and expenditures made after July
may be required to file Form 990-T, EX.,yiact john Tolleris at (202) 622-6060 2000.

empt Organization Business Income Ta ) The due dates for filing Form 8872
Return. See 88 1.6012-2(e) é%otatoll free number). vary depending on whether it is an elec-
1.6012-3(a)(5) for the requirements for tion or non-election year. In non-election
filing Form 990-T. IRS Releases New Form 8872, years, the forms must be filed semi-annu-
VIl. OTHER INFORMATION Political Organization Report of ally or monthly._ In election years, the
AVAILABLE Contributions and Expenditures ~ °'™MS Must be filed quarterly or monthly
and in connection to election dates. A

Further information regarding the reNotice 2000-41 complete listing of these filing periods
porting, payment and deposit of emp|0y_ can be found in the Form 8872 instruc-

ment taxes such as social security, The Internal Revenue Service on Julyions.

Medicare, FUTA, and withheld incomel7, 2000, announced the release of the Some organizations potentially face July
tax can be found in Publication 15, Circunew form that section 527 political orga-2000 filing deadlines for pre-election re-
lar E, Employer’s Tax Guide; Publicationnizations must use to provide detailports. However, the IRS realizes many 527
15-A, Employer’s Supplemental Taxabout contributions and expendituresorganizations may not yet be aware of this
Guide; and Publication 963, FederalThe agency also extended the filing deadieadline, so the agency has decided to ex-
State Reference Guide: Social Securitijne until July 31, 2000, for groups re-tend the deadline for any July 2000 filings
Coverage and FICA Reporting by Statéluired to file this month. of Form 8872 until July 31, 2000.
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The IRS made the decision to give committee of a state or local candiworking on procedures to make these
groups additional time to learn about the  date. available for public inspection.
new requirements. However, the IRS wants to alert many “We are doing everything we can to

This follows a similar IRS decision to other state and local political organizationsnake information from these groups pub-
set July 31, 2000, as the deadline for thesieat they may need to file Forms 8871 antdcly available as soon as possible,”
organizations to file Form 887 olitical 8872. The new law generally covers 52Rossotti said.
Organization Notice of Section 527 Staerganizations active in state and local polit- The IRS also is in the process of deter-
tus This notice of organization is alsoical campaigns as well as 527 organizatiomaining which forms will be used as an-
available at the IRS web site in theactive in federal elections. nual returns by 527 organizations with
“Forms and Pubs” section. See Notice The IRS will assess penalties if an orgross receipts of $25,000 or more. These
2000-36, page 173, for more informatiomanization fails to file Form 8872 by thereturns also will be available for public
about Form 8871. due date. Penalties will also be assessesliew.

Generally, section 527 organizationsf the organization fails to report all of the
must file Form 8872 if they accept contriinformation required on the form or re-DRAFTING INFORMATION
butions or make expenditures during @orts incorrect information. The penalty 1o principal author of this notice is
calendar year. However, organizations dis 35 percent of the total amount of contriyynn Francis Reilly of the Exempt Orga-
not file Form 8872 if: butions and expenditures not properly r€sizations Division. For further informa-

* The organization is not required tported. _tion regarding this announcement contact

file Form 8871, or Organizations must make copies Ofshn Francis Reilly on (202) 622-7352
e They are the state or local committeéiled Forms 8872 and 8871 available fo'(not a toll-free call).
of a political party or the political public inspection. In addition, the IRS is
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Part IV. ltems of General Interest

Notice of Proposed Rulemaking tions (26 CFR Part 1) under section 72 dftantially level installments thereafter, and
the Internal Revenue Code of 1986 (Codejhe loan is fully repaid by the end of the pe-

Loans From a Qualified _ . riod equal to the original term of the loan
Employer Plan to Plan Explanation of Provisions plus the period of the military service.
Participants or Beneficiaries Section 72(p)(1)(A) provides that a _tlf]egulatictn:s were pfr?rl?os'ed in 139_5
loan from a qualified employer plan (in-WtN FSPECt 0 Many or the ISSues ansing
REG-116495-99 cluding a contract purchased under 4nder section 72(p)(2). The preamble to

qualified employer plan) by a participanlthe 1995 proposed regulations requested
AGENCY: Internal Revenue Serviceor beneficiary is treated as received as @mments on whether further guidance

(IRS), Treasury. distribution from the plan for purposes ofnould be provided on issues that were not

section 72 (a deemed distribution). Se@ddressed and how the issues should be

tion 72(p)(1)(B) provides that an assign_resolved, including (1) the effect of a

ing. fatribg it
ment or pledge of (or an agreement to ag_eemed distribution on the tax treatment

SUMMARY: This document contains sign or pledge) any portion of a°f Subsequent distributions from a plan
proposed Income Tax Regulations relatingarticipant's or beneficiary’s interest in a(Such as whether a participant has basis),
to loans made from a qualified employegualified employer plan is treated as 42) the application of the $50,000 limita-
plan to plan participants or beneficiariesioan from the plan. tion to multiple loan arrangements, and (3)
These regulations  affect administrators of, Section 72(p)(2) provides that sectiori"€ @pplication of section 72(p)(2) to a re-
participants in, and beneficiaries of qualiz2(p)(1) does not apply to the extent cefin@ncing and to multiple loan arrange-
fied employer plans that permit participantgain conditions are satisfied. Specifically™ents. Following publication of the 1995
or beneficiaries to receive loans from theinder section 72(p)(2), a loan from £roPosed regulations, various comments
plan, including loans from section 403(bhualified employer plan to a participant otVere received and a public hearing was
contracts and other contracts issued undgéneficiary is not treated as a distributioff€!d on June 28, 1996.  After reviewing
qualified employer plans. from the plan if the loan satisfies require!N€ Written comments and comments

DATES: Written and electronic commentdnents relating to the term of the loan anf*ade at the public hearing, proposed regu-
and requests for a public hearing must be 1€ repayment schedule, and to the extelfions generally addressing the first issue

: the loan satisfies certain limitations on th&/€"® published in th&ederal Register
ceived by October 31, 2000. amount loaned. (63 F.R. 42) on January 2, 1998

ADDRESSES: Send submissions to: Section 1704(n) of the Small Busines§REG—209476-82, 1998-1 C.B. 594).
CC:MSP:RU (REG-116495-99), roomjob Protection Act of 1996, Public Law  Final regulations for the issues ad-
5226, Internal Revenue Service, POB04-188 (110 Stat. 1755), added sectidif€SSed in the 1995 and 1998 proposed
7604, Ben Franklin Station, Washingtong14(u) of the Code. Section 414(u)(4) proi€gulations are being published in T.D.
DC 20044. Submissions may be hand dgides that if a plan suspends the obligatiof24. Page 162. These proposed regula-
livered Monday through Friday betweenyo repay a loan made to an employee frofONS address the remaining issues on
the hours of 8 am. and 5 p.m. to: CGhe plan for any part of a period durind"’h'Ch comments were requested in the
MSP:RU (REG-116495-99), Courier'syhich the employee is performing servic®€¢amble to the 1995 proposed regula-
Desk, Internal Revenue Service, 1111 Cofy the uniformed services, that suspensigiPn'S: hamely, situations in which a loan is
stitution Avenue, NW., Washington, DC.is not to be taken into account for purposd&financed or more than one loan is made.
Alternatively, taxpayers may submit comof section 72(p}. The proposed regula- | "€Se proposed regulations provide
ments electronically via the Internet by Serions provide a rule clarifying that, underfnat if @ loan is deemed distributed to a
lecting the “Tax Regs” option on the IRSsection 414(u)(4), if a plan provides for th?@rticipant or beneficiary and has not
Home Page, or by submitting comments disyspension of a participant's obligation t@€€N repaid, then no payment made there-
rectly to the IRS Internet site atrepay a loan for any part of any leave ofter to the participant or beneficiary will
http:/www.irs.gov/tax_regs/regslisthtml. absence for a period of military service (aB€ treated as a loan for purposes of sec-

FOR FURTHER INFORMATION cON. defined in chapter 43 of title 38, Unitedl!oN 72(P)(2), unless certain conditions
TACT: Conceming the regulations, Vernorptates Code), the suspension will not caugke satisfied. StpeC|f|caII€;; thelre n:rl:St be
S. Carter, (202) 622-6070; concerning su1€ 10an to be deemed distributed, even . *eMETER SMON9 1€ PR 78 PET-
missions Sonya Cruse (202) 622-7180 (nd€ leave exceeds one year, as long as |ggipant or beneficiary, and the employer,

toll-free numbers) repayments resume upon the completion &fiforceable under applicable law, under
' the military service, the amount then reWhich repayments will be made by pay-

SUPPLEMENTARY INFORMATION: maining due on the loan is repaid in sup©ll withholding or the plan must receive
adequate security for the additional loan

ACTION: Notice of proposed rulemak-

Background

) ) IRev. Proc. 96-49 (1996-2 C.B. 369), includes
This document contains pPropose(model amendment that may be used to reflect se2Proposed §1.72(p)-1 was published in Feeeral

amendments to the Income Tax Reguldion 414(u)(4). Register (60 F.R. 66233) on December 21, 1995.
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(in addition to the participant’s accrued In addition, a participant may borrowtory Flexibility Act (5 U.S.C. chapter 6)
benefit under the plar). more than once from the plan under sedoes not apply. Pursuant to section
The proposed regulations also providéon 72(p)(2), but, in order to ensure tha?805(f) of the Code, this notice of pro-
that while a loan can be refinanced anddditional loans are not used to circumposed rulemaking will be submitted to the
additional amounts may be borrowed, theent the requirements of section 72(p), €hief Counsel for Advocacy of the Small
refinancing and multiple loan arrange-deemed distribution of a loan will occurBusiness Administration for comment on

ments must satisfy the requirements iif two loans have previously been madds impact on small business.

section 72(p)(2)(B) and (C) that each loafrom the plan to the participant or bene- )
be repaid in level installments, not lessiciary during the year. Comments and Requests for a Public
often than quarterly, over five years (or Hearing

i lectronic Signatures Act .
longer for certain home loans). Under thg g Before these proposed regulations are
proposed regulations, a refinancing is, in

i ’ | hat is th The Electronic Signatures in Globaladopted as final regulations, consideration
z eﬁgdtrz)atree ;S;i nr?(\)’\; Ig:: }Ef ?ﬁelsnteve\}/gnd National Commerce Act (114 Statwill be given to any written comments (a
I PP both I|3 y a prol | d has364) (the Electronic Signatures Act) wasigned original and (8) copies) or elec-
IO?n oth rep afc:?jsta Pf[ﬁ: Oa?hant aSSE,‘gned on June 30, 2000. Title | of thdronic comments that are submitted timely
t?‘ er r_e”paymlfn a(lje. dUZZ X .E tr.ans.?glectronic Signatures Act, which is genio the IRS. The IRS and Treasury Depart-
tE)en E\i/vn|10Lenstu0f |tr;]2 n:\?vrrlfan |Tursl tl;(leonr;oera”y effective October 1, 2000, applieé‘ner_‘t specifically request comments on the

: P P9 certain electronic records and signaclarity of the proposed rule and how it may
outstanding loan exceeds the amount li

ot  section 72(o)AAY.  Thi In{hres in commerce. Comments are rd¢ made easier to understand. All com-
itations of section 72(p)(2)(A). - This rule oy o1 the impact of the Electronignents will be available for public inspec-

\?v?\?jhnt?]teagragl;r?t%;fr:lgarr]igplg:)g)naig E[Jg%e ignatures Act on the final regulationgion and copying. A public hearing may be
P nder section 72(p) that appear in th&cheduled if requested in writing by a per-

repaid by the Original repayment date Otederm Register and on any future guicﬁon that timely submits written comments.

:?;e%rli(:]relzgrr;p'lreh%ese standards are illus i ot may be needed on the applic§-a public hearing is scheduled, notice of

tion of the Electronic Signatures Act tothe date, time and place for the hearing will
p|an loan transactions. be publlshed in thEederal Register

3The Department of Labor (DOL) has advised the 'Rﬁroposed Effective Date Drafting Information
that, with respect to plans covered by Title | of the
Employee Refirement Income Security Act of 1974 (88 1,4 regulations are proposed to be ef- The principal author of these regulations

Stat. 829) (ERISA), the administration of a participanfgctive with respect to loans made on ois Vernon S. Carter, Office of Division

loan program involves the management of plan asse ] : : : _
Therefore, fiduciary conduct undertaken in the admir@fter the first January 1 that is at |eaSCEounseI/Assouate Chief Counsel (Tax Ex

istration of such a loan program must conform to thgix months after publication as final reg_empt and Government Entities). However,

rules that govern transactions involving plan assets. [flations. However, Q&A-19(b)(2) of other personnel from the IRS and Treasury
particular, a loan program must be administered in F’:he proposed regulations would noPepartment participated in their develop-
S

prudent manner, solely in the interest of the participan ent.
and beneficiaries, and for the exclusive purpose of pr@-pply to loans, whenever made, undép

viding benefits to participants and beneficiaries. Se@n insurance contract that is in effect be- X ok Kk %X %
generally, ERISA sections 403, 404, and 406. In thfore a date that is 12 months after publi-

view of DOL, it is questionable whether a participant.gtion as final regulations if the insur-
loan program of a plan covered by Title | of ERISAthaly o« arrier is re quired under th Froposed Amendments to the
does not provide for timely repayment of loans Regulations

(through payroll withholding or otherwise), regular andnSurance contract to offer loans to con
effective collection efforts following a default, and adetractholders that are not secured (other Accordingly, 26 CFR part 1 is proposed

quate security for the plan in the event of default woulthan being secured by the participant’§O be amended as follows:
be in compliance with the rules applicable under Title & beneficiary’s benefit under the con- ’

o_f ERISAto tra\_ngactlons |nvoly|ng plan assets. In th?ract). PART 1—INCOME TAXES
view of DOL, it is also questionable whether such a

program would qualify for the relief provided under . . L
section 408(b)(1) of ERISA. See Preamble to 29 crrPecial Analyses Paragraph 1. The authority citation for

2550.408b-1, (54 F.R. 30520, 30521) (July 20, 1989). _ _ _ part 1 continues to read, in part, as follows:
Further, a plan may make a second loan to a defaulting It has been determined that this notice Authority: 26 U.S.C. 7805 * * *

participant whose prior loan remains unpaid only i0f proposed rulemaking is not a signifi- par. 2. Section 1.72(p)-1 is amended as
such a loan would be in accordance with the applicabgant regulatory action as defined in Exfg|lows:
standards of Title I. A fiduciary must take steps tcytive Order 12866. Therefore, a regu- 1. Q&A-9(b) and (c), Q&A-19 and

ensure, inter alia, that such a loan is bona fide and no : B .
mere transfer of plan assets, that the loan is adequatcfﬁmry assessment is not reqUIred' It hGQ&A-ZO are revised.

secured, and that the plan’s assets will be preserved@S0 been d_et_ermined that section 553(b) 2. Q&A-22 is amended by adding new
the event of default. See Preamble to 29 CFRf the Administrative Procedure Act (Sparagraph (d).

2550.408b-1, (54 F.R. at 30521). U.S.C. chapter 5) does not apply to The revisions and addition read as fol-
4The examples in the new proposed regulations aFQese regulations, and, because the reggws:

based on the same assumptions described lations do not impose a collection of in-§1.72(p)-1 Loans treated as distributions.
§1.72(p)-1 introductory text of the final regulationsformation on small entities, the Regula* * » x x
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A-Q: *** 72(p)(2) would be satisfied if the participant contining thereafter) and that has not been re-
(b) Military service In accordance ued the monthly instaliments of $825 after resumingaid (such as by a plan loan offset) is
active employment and on June 30, 2006 repaid tiEe

with section 414(u)(4), if a plan SUS~(.1l balance remaining due. onsidered outstanding for purposes of

pends the obligation to repay a loan gyample 2(i) The facts are the same agam- @PPlying section 72(p)(2)(A) to deter-
made to an employee from the plan fople 1, except the participant was on leave of absend®ine the maximum amount of any sub-
any part of a period during which theperforming service in the uniformed services (as desequent loan to the participant or bene-
employee is performing service in thdined in chapter 43 of title 38 United States COde?iCiary.
uniformed services (as defined in chaptef/fr two years. After the military service ends on — 5y' A ggitional security for subse-
. ) pril 2, 2004, the participant resumes active em- . .
43 of title 38, United States Code)gjoyment on April 19, 2004, continues theduent loans If a loan is deemed dis-
whether or not qualified military service,monthly installments of $825 thereafter, and offfibuted to a participant or beneficiary
such suspension shall not be taken intine 30, 2008 repays the full balance remainingnder section 72(p) and has not been
account for purposes of section 72(p) dfue ($10,527). o , repaid (such as by a plan loan offset),
this section. Thus, if a plan suspends, () Because the loan satisfies the requirementg, oy o naument made thereafter to the
. _0f section 72(p)(2) and paragraph (b) of this .. s
loan repayments for any part of a periogyga-g, the participant does not have a deemef@rticipant or beneficiary shall be
during which the employee is perform-istribution. Alternatively, section 72(p)(2) treated as a loan for purposes of section
ing military service described in the prewould also be satisfied if the amount of eacty2(p)(2) unless the loan otherwise sat-
ceding sentence, such suspension shgpnthly instaliment after April 19, 2004, is in- jsfies section 72(p)(2) and this section
not cause the loan to be deemed distri@%eagggéo(fv??somogger to repay the loan by g,y either of the following conditions
. . , y balance remaining due o

uted even if the suspension exceeds ORpgp). Is satisfied:
year and even if the term of the loan ig % » * x (i) There is an arrangement among
extended. However, the loan will not Q.19: |f there is a deemed distributhe plan, the participant or beneficiary,
satisfy the repayment term requirementon under section 72(p), is the interesgnd the employer, enforceable under
of section 72(p)(2)(B) and the levelihat accrues thereafter on the amount &Pplicable law, under which repay-
amortization requirement of sectionhe deemed distribution an indirect loagnents will be made by payroll with-
72(p)(2)(C) unless loan repayments refyr jncome tax purposes and what efbolding. For this purpose, an arrange-
sume upon the completion of such perioghct does the deemed distribution havBient will not fail to be enforceable
of military service, the frequency of thegn subsequent loans? merely because a party has the right to
periodic installments due during the pe- A-19: (a) General rule Except as 'evoke the arrangement prospectively.
riod beginning when the military SerViceprovided in paragraph (b) of this Q&A- (i) The plan receives adequate secu-
ends and ending when the loan is repaifh 5 deemed distribution of a loan igity from the participant or beneficiary
in full, and the amount of each periodigreated as a distribution for purposes dhat is in addition to the participant’s or
installment, is not less than the fresection 72. Therefore, a loan that i®eneficiary’s accrued benefit under the
quency and amount of the periodic ingeemed to be distributed under sectioplan.
stallments required under the terms 0f2(p) ceases to be an outstanding loan (3) Condition no longer satisfiedlf,
the original loan, and the loan is repaigor purposes of section 72, and the infollowing a deemed distribution that
in full (including interest that accruesierest that accrues thereafter under tHES not been repaid, a payment is made
during the period of military service) bypjan on the amount deemed distributetf @ participant or beneficiary that sat-
the end of the period equal to the origingk disregarded for purposes of applyindgfies the conditions in paragraph (b)(2)
term of the loan plus the period of suckection 72 to the participant or the benof this Q&A-19 for treatment as a plan
military service. eficiary. Even though interest continJoan and, subsequently, before repay-

(c) Examples The following exam- yes to accrue on the outstanding loament of the second loan, the conditions
ples illustrate the rules of paragraph (a)and is taken into account for purposed) Paragraph (b)(2) of this Q&A-19 are
and (b) of this Q&A-9 and are basedf determining the tax treatment of any?0 longer satisfied with respect to the
upon the assumptions described in theypsequent loan in accordance witgecond loan (for example, if the loan
introductory text of this section: aragraph (b) of this Q&A-19), this ad-recipient revokes consent to payroll

Example 1() On July 1, 2001, a participant i 4| interest is not treated as an advithholding), the amount then out-
with a nonforfeitable account balance of $80,OOditional loan (and, thus, does not resyftanding on the second loan is treated

borrows $40,000 to be repaid in level monthly in- - = - d d distributi d .
stallments of $825 each over 5 years. The loan i§ an additional deemed distribution)as a deeme istribution under section

not a principal residence plan loan. The participarfor purposes of section 72(p). How-72(p). o _
makes 9 monthly payments and commences an ugyer, a loan that is deemed distributed Q@-20: May a participant refinance an
paid leave of absence that lasts for 12 months. Th&,qar section 72(p) is not considere@utstanding loan or have more than one
participant was not performing military Semcedistributed for all purposes of the Interjoa” Outstanding from a plan?

during this period. Thereafter, the participant re . fi . d ltipl
sumes active employment and resumes making réal Revenue Code. See Q&A-16 of A-20: (a) Refinancings and multiple

payments on the loan until the loan is repaid. Ththis section. loans—(1) General rU_|e A participant _

amount of each monthly installment is increased to (h) Effect on subsequent loarg1) who has an outstanding loan that satis-

$1,130 in order to repay the loan by June 30, 200(App|ication of section 72(p)(2)(A)A fies section 72(p)(2) and this section
(ii) Because the loan satisfies the reqwrementlgpan that is deemed distributed undeMay refinance that loan or borrow addi-

of section 72(p)(2), the participant does not have ] . ] ] . | if d he f d
deemed distribution. Alternatively, sectionS€ction 72(p) (including interest accrufional amounts, 1f, under the facts an
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circumstances, the loans collectivelythis Q&A-20 and are based on the as$6,678) borrowed under the new loan. Similarly, the
satisfy the amount limitations of sec-sumptions described in the introductoryansaction alsowould not resultin a deemed distribu-

. . . _ tion (and would not be subject to paragraph (a)(2) of
tion 72(p)(2)(A) and the prior loan andtext of this section: this Q&A-20) if the terms of the refinanced loan pro-

the_ additional loan _eaCh satisfy the re- Exartr:p:e 10 hA participa;nt with a vestc;,;d 8C- \ided for repayments to be made in level quarterly in-
quirements of section 72(p)(2)(B) andount balance that exceeds $100,000 Orrog?zallments (of $2,990 each) over the next 16 quarters.

. . . $40,000 from a plan on January 1, 2003, to be rep . .
(C) and this sectionFor this purpose, a; ', quarterly installments of $2,491 each. Thus, the Ex@mPple 2 (i) The facts are the same a&iam-

refinancing includes any situation i of the loan ends on December 31, 2007. On Ja€ L except that the applicable interest rate used by
which one loan replaces another loan.  uary 1, 2004, when the outstanding balance on tfige plan when the Ioa_n |s_ref|nanced is S|gn|_f|cantly
(2) Loans that repay a prior loan and !oan is $33,322, the loan is refinanced and is replacé%”"er due to a reduction in market rates of interest

have a later repayment dateor purposes by a new $40,000 loan from the plan to be repaid iﬁnd, under the terms of the refinanced loan, the

20 quarterly installments. Under the terms of the reﬂ@mount of the first 16 installments on the refinanced

of section 72(p)(2) and this section (in; . .4 loan, the loan is to be repaid in level quarter|§@" IS €qual to $2,848 and the amount of the next 4

cluding paragraph (a)(3) of this Q&A-20instaliments (of $2,491 each) over the next 20 quaf2Stalliments on the refinanced loan is equal to $406.
and the amount limitations of sectioners. Thus, the term of the new loan ends on Decerh'® $2,848 amount is the sum of $2,442 to repay the

72(p)(2)(R), if a loan that satisfies secber31,2008. loar), plus $406 (which is the amourt 1 pay.
tion 72(p)(2) is replaced by a loan (a re- (i) Under section 72(p)(2)(A), the amount of theIgf\/el quarterly installments over five years beginning

placement loan) and the term of the regﬁv‘gltf]aer:’ I‘g’gﬁg ?:i:neth;oetg?a?]utiinscilr;]gofaelizc;i8n January 1, 2004, the $6,678 excess of the refi-
placement loan ends after the term of th@a’0,000 reduced by the exces’s of the highest Oi@nced loan over the January 1, 2004 balance of the
loan it replaces (the replaced loan), the retanding balance of loans from the plan during the 1St 102"
placement loan and the replaced loan ayear period ending on December 31, 2003 over the (i) The transaction does not result in a deemed
both treated as outstanding on the date @ftstanding balance of loans from the plan on Januagstribution (and is not subject to paragraph (a)(2) of
the transaction. For burnoses of the pra: 2004 with such outstanding balance to be deteihis Q&A-20) because the terms of the new loan

: : purp Pl ined immediately prior to the new $40,000 loanWould satisfy section 72(p)(2) and this section (in-
Cedlng Sentence! the term Of the replac cause the term of the new loan ends later than tﬁ@ldlng the substantially level amortization require-
loan is determined under the terms of thaérm of the loan it replaces, both the new loan and tigents of section 72(p)(2)(B) and (C)) determined as
|0an as in eﬁect |mmed|ate|y prior to thdoan it rep|aces must be taken into account for pu!-f.the new loan consis@ed of two Ioans, one of WhICh is
making of the replacement loan. Thud;°S€s Ofl applying section 72(p)(2(),)2n;éw)iing :,hét?z:ehdeiin;?Jubr:t;;ttigﬁ;IIiztvle?la;a(j;zr?tzszza\?gg;Spaerzgz

ount limitations in section 72(p)(2)(A). The

Tor example, the r_emz_icement loan resu'€§$ount of the new loan is $40,000, the outstandingnding December 31, 2007 (the last day of the term of
Ina deemed dIStrIbUtlon If the sum Of th%a|ance on January 1, 2004 of the loan it rep|acestﬁe first Ioan) and the other of which is in the addi-
amount of the replacement loan plus th€s3,322 and the highest outstanding balance of loafignal amount ($6,678) borrowed under the new loan.
Outstanding balance of all other loans offom the plan during 2003 was $40,000. Accordingly,T!"e t_ransaction would alsc_) not result in a deemed dis-
the date of the transaction, including th&nder section 72(p)(2)(A), the sum of the new loaffibution (and not be subject to paragraph (a)(2) of

. . nd the outstanding balance on January 1, 2004 of this Q&A-20) if the terms of the new loan provided
replaced loan, fails to satisfy the amourﬁ)an it replaces must not exceed $50,000 reduced By repayments to be made in level quarterly install-

limitations of section 72(p)(2)(A). This g6 675 (the excess of the $40,000 maximum outnents (of $2,931 each) over the next 16 quarters.
paragraph (a)(2) of this Q&A-20 does noktanding loan balance during 2003 over the $33,322 Example 3(i) A participant with a vested account
apply to a replacement loan if the terms ofutstanding balance on January 1, 2004, determingdlance that exceeds $100,000 borrows $20,000
the replacement loan would satisfy sedmmediately prior to the new loan) and thus, must ndtom a plan on January 1, 2005 to be repaid in 20
tion 72(p)(2) and this section determineaxgetf]d $43,322. The sum of the new loan ($40,00guarterly instaliments of $1,245 each. On March 31,
. . e outstanding balance on January 1, 2004 of the05, when the first installment is due, the partici-
as if the replacement loan consisted qig;n it replaces ($33,322) is $73,322. Since $73,332ant receives a second loan equal to $1,245, with that
two separate loans, the replaced loadxceeds the $43,322 limit under section 72(p)(2)(AMarch loan to be repaid in 20 quarterly installments
(amortized in substantially level pay-by $30,000, there is a deemed distribution of $30,006f $78 each. On June 30, 2005, when the second in-
ments over a period ending not later tha January 1, 2004. stallment is due on the January loan and the first in-
the last day of the term of the replaceq (iii) However, no deemed distribution would occurstallment is due on the March loan, the participant re-
..._IT, under the terms of the refinanced loan, the amouweives a third loan equal to $1,323 (which is the sum
loan) and a new loan based on the d'ﬁeE)'f the first 16 installments on the refinanced loamf the $1,245 installment and the $78 installment
ence between the amount of the replac@ere equal to $2,907, which is the sum of the $2,4%hen due), with that June loan to be repaid in 20 quar-
ment loan and the amount of the replacediginally scheduled quarterly installment paymenterly installments of $82 each. On September 30,
loan. amount under the first loan, plus $416 (which is th€005, when the third installment is due on the Janu-
(3) Multiple loans For purposes of amount rqulred to repay, in level quarterly installary loan, the s‘eco‘nd |nsta||mgnt is due on the March
: . . ments over five years beginning on January 1, 200than, and the first installment is due on the June loan,
section 72(p)(2) and this section, a loan tme excess of the refinanced loan over the Januarythe participant receives a fourth loan equal to $1,405
a participant or beneficiary shall be2oo4 balance of the first loan ($40,000 minus $33,32@vhich is the sum of the $1,245 installment, the $78
treated as a deemed distribution if two ogquals $6,678)), and the amount of the 4 remainirigstallment and the $82 installment then due), with
more loans have previously been madastallments wer_e equal to $416. The refi_nancin@hat September loan to be repaid in 20 quarterly in-
from the plan to the participant or beneﬁ_\ggtijld not be subject to paragraph (a)(2) of this Q&Astallments of $8$ each. Or_] December 31, 2005,
. . L ecause the terms of the new loan would satisfyhen the fourth installment is due on the January
ciary during the year. This limitation ap-gection 72(p)(2) and this section (including the sublean, the third installment is due on the March loan,
plies on the basis of a calendar year Un|e§ﬁntia|ly level amortization requirements of sectiothe second installment is due on the June loan, and
the plan applies this limit on the basis o72(p)(2)(B) and (C)) determined as if the new loarhe first installment is due on the September loan, the
the plan year or another consistent 1Zonsisted of two loans, one of which is in the amoungarticipant receives a fifth loan equal to $1,493
. of the first loan ($33,322) and is amortized in substar{which is the sum of the $1,245 installment, the $78
month period. : , ) . . .
. tially level payments over a period ending Decembenstallment, the $82 installment, and the $88 install-
(b) Examples The following exam- 31 2007 (the last day of the term of the first loan) anthent then due), with that December loan to be repaid
ples illustrate the rules in paragraph (a) ahe other of which is in the additional amountin 20 quarterly installments of $93 each.
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(i) Under paragraph (a)(3) of this Q&A-20, theDeletions From Cumulative List be deductible. Protection under section

participant has deemed distributions on June 3 . . . . 7428(c) would begin on August 14, 2000,
2005 equal to $1,323 (which is the amount of thgJf Orgamzatlons Contributions ©) 9 9

June loan), on September 30, 2005 equal to $1,480 Which Are Deductible Under and would end on the date the court first

(which is the amount of the September loan), and d§ection 170 of the Code determines that the organization is not de-

December 31, 2005 equal to $1,493 (which is the scribed in section 170(c)(2) as more par-
amount of the December loan) because on each Ahnouncement 2000-69 ticularly set forth in section 7428 (c)(1).
these dates the participant had previously received For individual contributors, the maximum

ENfiofrlS from the plan during the year. The names of organizations that n@eqyction protected is $1,000, with a hus-

- longer qualify as organizations describeflang and wife treated as one contributor.

A-22: in section 170(c)(2) of the Internal Rev-This penefit is not extended to any indi-

(d) Effective date for Q&A-19(b)(2) enue Code of 1986 are listed below.  igual in whole or in part, for the acts or
and Q&A-20 Paragraph (b)(2) of Q&A-  Generally, the Service will not disallow s missions of the organiz’ation that were
19 and Q&A-20 of this section apply todeductions for contributions made t0 e pasis for revocation.
loans made on or after the first January fisted organization on or before the date
that is at least 6 months after publicatiogf announcement in the Internal RevenuBayspring Group Home a/k/a Dayspring
of final regulations in th&ederal Regis- Bulletin that an organization no longefGroup, Inc.
ter, except that paragraph (b)(2) of Q&A-qualifies. However, the Service is not San Bernardino, CA
19 of this section does not apply to loangrecluded from disallowing a deductionecologically Aware, Inc.
whenever made, under an insurance cofpr any contributions made after an orga- National City CA:
tract that is in effect before the date that igization ceases to qualify under section ’

12 months after publication of final regu-170(c)(2) if the organization has not
lations in theFederal Registerunder t|me|y filed a suit for dec|arat0ry judg_
which the insurance carrier is required tehent under section 7428 and if the con-
offer loans to contractholders that are nafiputor (1) had knowledge of the revoca-
secured (other than being secured by thRn of the ruling or determination letter,
participant’s or beneficiary’s benefit(2) was aware that such revocation was
under the contract). imminent, or (3) was in part responsible
for or was aware of the activities or omis-
Robert E. Wenzel, . o
o sions of the organization that brought
Deputy Commissioner of . .
Internal Revenue. about this revocation. _
If on the other hand a suit for declara-
(Filed by the Office of the Federal Register on JulfOry judgment has been timely filed, con-
28, 2000, 8:45 a.m., and published in the issue of tHeibutions from individuals and organiza-
Federal Register for July 31, 2000, 65 F.R. 46677) tions described in section 170(c)(2) that
are otherwise allowable will continue to
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) that modified because it corrects a publishedubstance of a prior ruling, a combination
have an effect on previous rulings use thgosition. (Compare witlamplifiedand of terms is used. For examplmodified
following defined terms to describe thelarified, above). and supersedediescribes a situation
effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancesosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharmseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undell prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedwill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

H H E.O—Executive Order. PHC—Personal Holding Company.
Abbre‘"atlons ER—Employer. PO—Possession of the U.S.
rTnfg?Ifoﬂggénv%iﬁ\t;breviati_ons irt] C_l”lre”tbll_lsre] ?in'd ‘;?IV‘ERISA—Employee Retirement Income Security Act.PR—Partner.

Bulleytin. ppear in material published in the_, - o PRS_Partnership.

F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individu'al. FC—Foreign Country. Pub. L—Public Law.
Acq.—A(?qwescence. FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
B—Inleldu.aII. FISG—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
:Ezgz:ill‘lmary. FPH—Foreign Per.sonal Holding Company. Rev. Rul:—Revenue Ruling.
B.T.A—Board of Tax Appeals. FR—Federal Register. S—Subsidiary.
C—individual. FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedural Rules.
C.B—Cumulative Bulletin. FX—Foreign Corporation. Stat—Statutes at Large.
CFR—Code of Federal Regulations. G.C.M—Chief Counsel’s Memorandum. T—Target Corporation.
Cl—City. GE—Grantee. T.C—Tax Court.
COOR—Cooperative. GP—General Partner. T.D—Treasury Decision.
Ct.D.—Court Decision. GR—Grantor. TFE—Transferee.
CY—County. IC—Insurance Company. TFR—Transferor.
D—Decedent. I.R.B—Internal Revenue Bulletin. T.I.LR—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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